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The Woman CPA: A Professional Profile

State University and holds the rank of Pro
fessor in the Accounting and the Computer &
Information Science Departments at that in
stitution.

She has a Ph.D. from Case Western Reserve
University and is a Certified Public Accoun
tant (State of Ohio). In addition to her
academic duties, Dr. Jancura was actively
involved in the establishment of The Cleve
land State University Computer Center.
Prior to joining The Cleveland State Univer
sity she was a systems engineer with Interna
tional Business Machines Corporation.

Dr. Elise G. Jancura, CPA
Cleveland, Ohio
The author reports on the results of a sur
vey of the AWSCPA membership which
was conducted in 1973 at the recommen
dation of its board of directors.

The American Woman's Society of Cer
tified Public Accountants (AWSCPA) is
the only organization in the world with a
membership composed entirely of
women certified public accountants. As a
result, AWSCPA receives many requests
for information about the professional
profile of its members. To gather this in
formation a questionnaire was mailed to
the members in the summer of 1973. Six
hundred and sixty-three responses were
received from the 1100 questionnaires
distributed, representing 60.3% of the
group surveyed.
The primary purpose of the question
naire is to develop data about the profes
sional profile of the membership. The of
ficers of AWSCPA and those involved
with the project feel that AWSCPA mem
bers are typical of the professional woman
accountants and a survey of the members
could provide data which would be useful
both in describing the accomplishments
2 / The Woman CPA

Dr. Elise G. Jancura, CPA, is currently As
sociate Dean of the James J. Nance College of
Business Administration of The Cleveland

of women CPAs and in developing a
realistic model for young women to study
as they choose and subsequently prepare
for a career. The questionnaire covered a
variety of topics such as current position,
level of responsibility, average compen
sation, and personal data such as age,
education, marital status. We hope that
the professional profile of the woman
CPA which has been developed from the
data gathered will be both interesting and
useful to our members.

Employment Patterns
While many of those responding are not
currently engaged in the practice of public
accounting, all the respondents were cer
tified public accountants. Of the 663
members who returned the question
naire, 570 or 86% were currently em
ployed full-time as shown in Table 1.

Dr. Jancura is a member of the American
Institute of CPAs, where she is currently
serving on the Computer Auditing Commit
tee. She is also a member of the Ohio Society
of CPAs, the Association for Computing
Machinery, the American Economic Associ
ation, AWSCPA and ASWA. She is a
member of the Editorial Board and the Editor
of the EDP Department of The Woman
CPA.

Table 1
Status of Current Activity
Number %
570
86.0%
Employed Full-time
30
Retired
4.5%
24
3.6%
On Extended Leave
4
0.6%
Full-time Student
1.4%
9
Unemployed
3.9%
26
Unreported1
100.0%
663
In addition, 132 members indicated
some part-time employment. Table 2
shows the fields in which the respondents
were employed full time. As indicated,
the largest group is that working in public
Table 2
Full-Time Employment
Number %
Public Accounting
357
62.6%
Education
53
9.3%
Industrial & Commercial 106
18.6%
Government
54
9.5%
570

100.0%

accounting. Of the 357 respondents in
public accounting, 133 were employed by
national CPA firms, 155 with local and
regional CPA firms, and 69 maintained
their own practice.
The distribution of fields in part-time
employment is slightly different. Public
accounting represents the largest field in
part-time employment just as it does in
full-time employment. Education, how
ever, represents a strong second choice in
part-time employment (see Table 3) while
it is last in the four groups shown for
full-time employment. Another substan
tial, although not unexpected difference
in the employment patterns between
those employed full-time and part-time is
in the proportion of those in public ac
counting with their own practice. Of the
357 employed full-time in public account
ing, only 69 or 19.3% have their own prac
tice, while 77 of the 116 part-timers
(66.4%) in public accounting have their
own practice.
Table 3
Part-Time Employment
Number %
67.4%
Public Accounting
89
Education
27
20.5%
9.8%
13
Industrial & Commercial
3
2.3%
Government
132

100.0%

Levels of Responsibility
Over 58% of those employed full-time in
firms other than their own accounting
practice indicated that they had supervis
ory or managerial responsibilities. These
responsibilities appeared to be greatest in
industry and commerce where the per
centage reached 78.5% as shown in Table
4. This is not surprising, if it is remem
bered that only CPAs were surveyed and
that they would be more likely to move to
non-public accounting as a career
advancement. The percentages shown are
probably not typical for women in ac
counting in general for many do not have
the certificate which is typically felt to
represent an advantage in career ad
vancement, as discussed a little later. Also
the level of supervisory or management
responsibilities is not fully documented.

Table 4
Supervisory and Managerial Respon
sibilities of Those Employed
Full Time by Others
CPA Firms (other than own practice)
Partners
18.8%
Principals
2.2%
Managers
10.1%
Supervisors
16.8%
Non-Supervisory
52.1%
Total in Public Accounting

100.0%

Industrial and Commercial
Policy Making
Supervisory
Non-Supervisory

Total in Industrial and
Commercial
Government
Policy Making
Department Head
Program Manager
First Level Supervisor
Non-Supervisory

43.0%
35.5%
21.5%

100.0%

8.2%
12.2%
6.1%
28.6%
44.9%

Total in Government
100.0%
Total Employed Full Time by Others
Supervisory & Management 58.5%
Non-Supervisory
41.5%

Total Employed Full Time
Exclusive of Own
Practice
100.0%

Levels of Compensation
and Other Personal Characteristics
One hundred sixty-seven (26.4%) of
those responding earned $20,000 or more
annually. Over 50%, 354 of the 633 re
spondents, earn $15,000 or more. Dis
tribution by compensation level is shown
in Table 5. The data include both full and
part-time employment.

Table 5
Annual Compensation for 1973
Number %
46
7.3%
Under $8000
4.4%
$8000-9999
28
$10000-11999
51
8.1%
154
$12000-14999
24.3%
187
$15000-19999
29.5%
$20000-24999
14.2%
90
$25000-29999
36
5.7%
Over $30000
41
6.5%

633*

100.0%

*Not all respondents answered questions
on compensation.

Tables 6 and 7 show the years of fulltime work experience and full-time ex
perience in public accounting, respec
tively. Because many CPAs leave public
accounting for career opportunities in
other fields, the years of full-time experi
ence exceed those in public accounting.
On the average, AWSCPA members have
15.8 years of full-time work experience,
but have only an average of 10.3 years in
public accounting. Also notice that over
41% of the respondents have less than
five years in public accounting compared
to 29% with less than five years of total
full-time experience. Table 8 shows the
distribution of women CPAs by age.
Table 6
Years of Full-Time Experience
Number %
Less than 5 years
28.8%
191
21.1%
5-9 years
140
10-14 years
10.6%
70
15-19 years
8.3%
55
20-24 years
7.4%
49
8.4%
25-29 years
56
30-34 years
51
7.7%
35-39 years
3.8%
25
40-44 years
2.7%
18
45 years and over
8
1.2%

663
100.0%
Average years of full-time experience
= 15.8
Table 7
Years in Public Accounting
Number %
41.6%
276
Under 5 years
147
22.2%
5-9 years
12.4%
82
10-14 years
62
9.3%
15-19 years
5.6%
37
20-24 years
4.1%
17
25-29 years
3.0%
20
30-34 years
4
0.6%
35-39 years
0.9%
6
40-44 years
2
0.3%
45 years and over
100.0%
663
Average years in public accounting =

10.3
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4.4%. Seven respondents held second cer
tificates — one each in the states of
California, Michigan, Mississippi, Mis
souri, New Mexico, and Ohio.

Careers Outside Public Accounting

Table 8
Distribution by Age
Number
30 or under
177
31-40
120
41-50
139
107
51-60
Over 60
54

%
29.7%
20.1%
23.3%
17.9%
9.0%

597
100.0%
Three hundred thirty-four or 50.7% of
those responding to the questionnaire
were married. Another 14.4% or 95 re
spondents were either divorced, sepa
rated, or widowed. One hundred
seventy-five (26.4%) have an average of
2.3 children. Of these, 53 have only one
child and 66 have two children. These
statistics would indicate that neither mar
riage nor motherhood has presented a
serious obstacle to the continuation of an
accounting career.

Performance on
the CPA Examination
According to Table 9, 59% of the respon
dents received their CPA certificates be
fore age 30. For many, it appears that the
certificate is earned shortly after gradua
tion from college and seems to indicate
that a fairly large number of the respon
dents entered the profession immediately
after a period of formal training rather
than after a long period of alternative ex
perience and training.

Table 9
Age When Received CPA Certificate
Number %
21-25
218
36.8%
26-30
131
22.1%
31-35
96
16.2%
36-40
52
8.8%
41-45
45
7.6%
46-50
30
5.0%
51-55
16
2.7%
56-60
5
0.8%
593
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100.0%

Performance on the CPA exam is de
tailed in Tables 10 and 11. As shown, 26%
of those responding to the questionnaire
passed the examination on the first try
and 59% passed within two sittings.
Women are earning the CPA certificate at
an accelerating rate. As shown in Table
11, each five year period from 1944 pro
duced a greater number of certificates
earned than the previous period. It is in
teresting to note that over 34% of all those
in the survey received their certificates
since 1970. This indicates an increasing
interest in the accounting profession by
women, although it should also be recog
nized that this acceleration in certification
is not restricted to women candidates.

Respondents to the questionnaire hold
CPA certificates in 46 of the states (there
were no responses from Maine, New
Hampshire, South Dakota, Vermont), the
District of Columbia, and Quebec,
Canada. The greatest number of certifi
cates was reported in California with
13.4%, followed by Illinois with 9.0%,
Texas with 7.1%, Washington with 5.7%,
New York with 4.5%, and Ohio with

As stated earlier, 213 of 570 (33.4%)
women CPAs employed full time and 43
of 132 (33.6%) employed part time are not
working in public accounting. Of these,
132 (19.9% of the 663 responding) felt that
their CPA certificate was an important
factor in obtaining their current position.
One hundred seventy (25.6%) felt that an
accounting background was a primary
requirement of their position. Sixty-eight
(10.3%) felt that possession of the certifi
cate had resulted in additional starting
compensation in their current position.
However, 11 (1.6%) felt that neither the
certificate nor their accounting back
ground had been important in obtaining

Table 10
Number of Times Sat for CPA Exam
Number %
166
1
26.0%
211
2
33.0%
3
123
19.2%
10.2%
4
65
36
5
5.6%
16
6
2.5%
7
10
1.6%
More than 7
12
1.9%
639
100.0%
Table 11
Year of First CPA Certificate
Number %
1970-1973
218
34.3%
1965-1969
128
20.2%
107
1960-1964
16.9%
9.4%
60
1955-1959
1950-1954
8.7%
55
42
1945-1949
6.6%
Prior to 1944
3.9%
25
635

100.0%

Photos courtesy of Peat, Marwick, Mitchell & Co.

their current position. Clearly, most re
spondents felt that possession of the CPA
certificate was beneficial even when they
left public accounting.
Even though opportunities and com
pensation in the accounting profession
appear to be increasing, there is some
concern with the professional oppor
tunities available in public accounting.
Of the 181 respondents indicating their
reasons for leaving public accounting (see
Table 12), almost 45% left because of rela
tively poor career opportunities within
public accounting or better professional
opportunities elsewhere. If limited salary
is included, the percentage increases to
56%. Hopefully, the opportunities for
professional advancement and achieve
ment will grow both within public ac
counting and other areas as women con
tinue their professional development and
employers continue to recognize the sub
stantial professional achievements which
women can and have accomplished.

Table 12
Reasons for Leaving Public Accounting
Number %
Limited Chance
for Promotion
38
21.0%
Better Professional
Opportunity
43
23.8%
Poor Salary
20
11.0%
36
Long Hours
19.9%
2
Excessive Travel
1.1%
42
Other
23.2%
181

100.0%

Educational and Ethnic
Backgrounds
Women CPAs are well-educated as a
group. College graduates represent 81%
of those certified and this percentage will
increase over time as new members enter
the profession under legislation requiring
a degree for certification. Table 13 shows
the educational profile of those respond
ing to the questionnaire. It is interesting
to note that beyond the 60% with bac
calaureate degrees, 17% have masters de
grees and almost 4% hold doctorates.
Thus, almost 21% of women CPAs hold
advanced degrees.

Table 13
Educational Achievement
Number %
1
Less than High School
0.2%
27
High School Graduate
4.2%
Attended College
98
15.1%
388
Baccalaureate Degree
59.8%
110
Masters Degree
16.9%
3.8%
25
Doctorate
649

100.0%

The racial and ethnic background of re
spondents is shown in Table 14. As might
be expected, the largest group is
Caucasian. AWSCPA is dedicated to the
principle of equal opportunity and hopes
that over time women from the minority
groups will join both the profession and
AWSCPA in increasing numbers.

Table 14
Racial and Ethnic Background
Number %
Spanish Surname
2
0.3%
Indian
1
0.2%
Caucasian
610
97.4%
Black
5
0.8%
Asian
8
1.3%
626

100.0%

Conclusion
The professional profile which emerges
from this survey is one of successful,
career-oriented professionals. It would
appear that the woman CPA is welleducated and tends to pursue her career
vigorously and over an extended period
of time. The advancement of many
women CPAs into the area of supervision
and/or management is encouraging, al
though it must be remembered the survey
does not cover women accountants in
general, nor does it show the comparative
position of male CPAs. It appears that
marriage and parenthood are compatible
with the long-term goals of a career. And
the increasing number of women earning
the CPA certificate is an encouraging sign
that women are finding accounting a chal
lenging and interesting career.

Footnote
1There were 116 members who reported
part-time positions, thus indicating that some
members held both full and part-time posi
tions.
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FASB ...
Bright New Hope ... or Last-ditch Stand?

Dr. Loudell O. Ellis, CPA, is Assistant Pro
fessor of Accounting at the University of
Alabama at Birmingham. Her previous ex
perience includes public accounting with
Dudley, Hopton-Jones, Sims, & Freeman
and teaching at the University of South
Alabama and Louisiana State University in
New Orleans.
She has a Ph.D. from the University of
Alabama in Tuscaloosa and is a certified pub
lic accountant (State of Alabama). She has
also passed the examination for a Certificate
in Management Accounting.
Dr. Ellis is a member of the American Ac
counting Association, the American Institute
of CPAs, the Alabama Society of CPAs, the
National Association of Accountants, and
AWSCPA and ASWA.

Dr. Loudell O. Ellis, CPA
The University of Alabama at Birmingham
Birmingham, Alabama
The author describes the formation of the
organization, its predecessors, its ac
tivities to date, and takes a look at its
future.

The Financial Accounting Standards
Board (FASB), which replaced the Ac
counting Principles Board in 1973, has
thus far withstood pressures from the
Securities and Exchange Commission
(SEC) as well as sectors of the business
and financial community to produce
quickly.
Committed to procedures which some
critics say are unnecessarily time
consuming, the FASB has yet to establish
a rule. (Standard No. 1 was an interpreta
tion, not a pronouncement.) To develop
accounting standards for the entire pro
fession, the FASB, with seven full-time
salaried board members and more than 60
permanent staff members, is committed
to procedures designed to produce a qual
ity program, free from bias and com
prehensive in scope.
If, instead, the Board accedes to urgent
pleas for quick, standard-setting state
ments, then the bright new hope of the
profession may become its last-ditch
stand. If the Board decides to issue state
ments for expediency's sake, then the de
velopment of accounting standards may
no longer be privately controlled by the
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profession itself.
In theory, when it is said that financial
statements have been prepared "in accor
dance with generally accepted accounting
principles" it is assumed that the state
ments present fairly a firm's financial pos
ition, changes in financial position and
results of operations. In practice, because
of the way principles have been de
veloped in the past, because of the multi
plicity of opinions and lack of objective
research, the statement "conforming to
GAAP" has not had a uniform meaning.

Adoption of the Term Generally
Accepted Accounting Principles
The quality of information provided in
financial statements was questioned in
creasingly in the early part of the twen
tieth century. The Federal Reserve Board
asked for more appropriate information
for bank credit purposes. Various indi
viduals and groups, including the New
York Stock Exchange (NYSE), expressed
concern over the wide variety of account
ing principles, rules and procedures used
in financial reporting. These groups re
quested (1) adequate disclosures for the

benefit of stockholders and potential in
vestors, and (2) consistency in the appli
cation of accounting principles.
In 1932 the NYSE and a special commit
tee of the American Institute of Accoun
tants (AIA) cooperated in an effort to im
prove the quality of financial reporting.
The AIA committee thought that broad
standards of accounting and reporting
should be developed, and that such stan
dards should be followed by all firms fil
ing statements with the NYSE. Each firm
would be allowed to choose individual
methods, procedures, and practices ap
propriate to its circumstances, as long as
such procedures were disclosed, were fol
lowed consistently, and were compatible
with the broad standards.
The following was thought to be desir
able at that time:1
1. Each firm filing reports with the
NYSE would also submit a statement of its
methods of accounting and reporting.
The methods were to be those adopted by
the board of directors and made available
to stockholders.
2. Periodically, each firm would inform
the NYSE whether such methods had

A Public Hearing of the Financial Accounting Standards Board

been used consistently or whether
changes had been made.
3. The accountant's audit report would
confirm (or deny) that such methods had
been used, that they had been applied
consistently, and that they were in
agreement with the broad standards of
accounting and reporting developed by
the AIA.
A sample audit certificate, proposed as
part of the plan, included the phrase "ac
cepted principles of accounting" to refer
to the six standards of a broad, fundamen
tal nature, which were approved by the
AIA membership. The sample audit re
port of 1932 was not intended for use with
all audited statements. The certificate ap
plied only to firms listed on the NYSE that
had previously stated their accounting
methods.
With the publication of Examination of
Financial Statements in 1936, the term
"generally" was added to "accepted prin
ciples of accounting."
Since the early 1930s when the term
"accepted principles of accounting" was
introduced, the American Institute of
Certified Public Accountants (AICPA)
and its predecessor, the American Insti
tute of Accountants, have been directly
involved in defining and developing
these principles. With the recent estab
lishment of the Financial Accounting
Standards Board (FASB), the AICPA re
linquished direct control over the de
velopment of accounting standards.
When the FASB came into existence in
1973, it was announced that the term to be
used would be "generally accepted ac
counting standards." The term "stan
dards" rather than "principles" was

selected by the FASB to describe its pro
nouncements, because the pronounce
ments are about ways of doing things —
they are not fundamental truths.
In this way, the FASB notified the pub
lic that it is working in an area of social
convention rather than natural law.

Background to the FASB
In 1934 the SEC was given the authority to
prescribe financial accounting and report
ing practices. However, the SEC dele
gated a major portion of this responsibil
ity to the accounting profession, and the
AICPA Committee on Accounting Proce
dure was charged with the task of design
ing accepted practices and alternatives.
The official pronouncements of the In
stitute Committee were supposed to
eliminate those practices which were
clearly undesirable and to encourage uni
form accounting practices among similar
industries. However, the Committee
never developed a comprehensive state
ment of basic accounting principles; nor
did it create a conceptual framework for
use in solving financial reporting prob
lems.
Instead, it attempted to identify exist
ing practices and to recommend accept
able or preferable alternatives. In addi
tion, it was reluctant to condemn widely
used practices, even when those practices
were in conflict with its recommenda
tions. Thus, many alternatives existed
which were acceptable to the AICPA and
the comparability of financial reports re
mained at a relatively undesirable level.
During its existence, the Committee
succeeded in insisting on more adequate

disclosures. The Committee functioned
for 20 years, issued 51 Bulletins (pro
nouncements), and was replaced in 1959
by the Accounting Principles Board.
The Accounting Principles Board (APB)
was a senior committee of the AICPA.
Therefore, all APB members, working on
a part-time, unsalaried basis, were also
members of the AICPA. Traditionally, the
membership included a partner from each
of the eight largest public accounting
firms.
The APB had sole authority to issue
pronouncements on generally accepted
accounting principles. Its stated purpose
was to expound on these principles. It
attempted to determine and develop ap
propriate procedures and to narrow the
range of acceptable alternatives.
Between 1959 and 1964, the APB di
rected much of its effort toward finding a
conceptual framework for the develop
ment of accounting principles. The Ac
counting Research Division was formed
in 1959 to work closely with the APB and
to advance accounting research in gen
eral. However, the gestation periods for
the majority of research studies were
longer than anticipated, no new studies
were authorized after August, 1967, and:

of the 24 separate studies authorized
between September 1959 and August
1967, only 11 had resulted in publica
tion before the end of 1971. Ten will
probably be published at a later date,
and three were terminated.2
The desired conceptual framework was
never created, partly because of the length
of time involved in research projects and
partly because of the difficulties inherent
July 1974 / 7

relations counsel. In addition to the
senior technical adviser, there is a techni
cal adviser for each of the seven board
members.
Research personnel, guided by the di
rector of research, are charged with inves
tigating specific issues associated with
FASB projects. The research division
functions in a problem-solving capacity,
providing information about specific
questions under review and the impact of
alternative solutions. Research methods
are primarily field oriented — e.g., inter
views — although the department under
takes a limited amount of research into
theory and concept.

Meeting of the Financial Accounting Standards Advisory Council

FASB Procedures8

in the task itself:
Financial accounting and reporting are
not grounded in natural laws as are the
physical sciences, but must rest on a
set of conventions or standards de
signed to achieve what are perceived
to be the desired objectives of financial
accounting and reporting.3
The APB, like its predecessor, the
Committee on Accounting Procedure,
faced many of the same problems. One of
the main problems was a rapidlychanging business and financial envi
ronment. Neither group was structured
with the flexibility needed to meet these
changes.
By the middle of the 1960s, an increas
ing number of financial reporting prob
lems had developed, and the SEC turned
to the Board for assistance. The work of
the APB thus changed from the endeavor
to develop theory to the solution of press
ing, day-to-day problems, often in a
piecemeal manner.
By the end of the 1960's public confi
dence in the integrity of financial report
ing had decreased, and the APB was
being severely criticized. Among other
things, many persons felt that the APB
did not take a strong enough position in
many areas, that it took a position before
hearings and exposure drafts of proposed
pronouncements, that part-time APB
members did not have sufficient time to
devote to pressing problems, and that re
search activities needed more adequate
supervision.
An AICPA committee, chaired by Fran
cis M. Wheat, was appointed "to study
the establishment of accounting princi
ples and to make recommendations for
improving that process."4 As a result of
the Wheat Report, the Financial Account
ing Standards Board replaced the APB in
1973. The APB lasted 13 years and pro

The procedures of the Financial Account
ing Standards Board are different in a few
respects from those of the former APB.
Below are the procedures followed before
the issuance of a Statement (Standard):
1. Topics are suggested by members of
the FASB, members of the Advisory
Council, and other interested persons or
groups.
2. Board members define the problem
or topic.
3. A task force, headed by a member of
the FASB, is appointed to refine the defin
ition, to determine the nature and extent
of research needed, and to prepare a dis
cussion memo. Among other things, the
discussion memo presents alternatives
and covers the advantages and disadvan
tages of each. Since a member of the FASB
heads each task force, research activities
are closely supervised and controlled.
4. With certain exceptions, a 60-day ex
posure period is given for the discussion
memo, after which public hearings are
held for presentations of all sides to alter
native positions. No position or prefer
ence is expressed by members of the
FASB at this point.
5. Members of the FASB evaluate the
data presented in support of alternatives
and prepare a draft statement, normally
for a 60-day period of exposure.
6. Comments, position papers, and
other communications on the draft state
ment are evaluated. After approval by at
least five of the seven members, a state
ment of the standard is issued which be
comes effective 90 days later. Dissenting
opinions are not issued.
7. The FASB may issue interpretations
of standards and of prior opinions with
out hearings and exposure periods re
quired for new standards, if such in
terpretations are made for the purpose of
clarifying, explaining, or elaborating on
previous pronouncements.
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duced 31 Opinions (pronouncements)
and four Statements.

Purpose and Membership
of the FASB5
The purpose of the FASB is to restore (and
preserve) confidence in the integrity of
financial reporting. In accomplishing its
purpose, the FASB will attempt to estab
lish or improve standards of financial ac
counting and reporting and narrow the
range of alternative practices. It has "final
and ultimate authority over the subject,
style, content and substance of its State
ments of Financial Accounting Standards,
Interpretations and other communi
cations."6
The seven-member Financial Account
ing Standards Board is appointed by the
Board of Trustees of the Financial Ac
counting Foundation. Four FASB mem
bers must be CPAs from public practice,
and the other three should have extensive
experience in the financial reporting
field, but need not hold a CPA certificate.
Salaried board members ($100,000 per
year) devote full time to the FASB's work;
they are without firm affiliations or ties.
The FASB is an independent body whose
member have no obligation to, or depen
dence on, any group such as partners,
employers, clients, or the AICPA. They
are able to give their undivided attention
to both urgent and on-going problems,
and — if necessary — can move quickly to
attend to pressing matters.

Permanent Staff of the FASB7
The permanent staff of the FASB is com
posed of more than 60 persons, including
administrative, technical and research
personnel. There is a director of adminis
tration, a senior technical adviser to the
FASB, a director of research, and a public

The Financial Accounting
Foundation9

FASB Standard No. 112

As noted earlier, the FASB can handle
The Financial Accounting Foundation urgent problems by use of interpretations
appoints the members of the Financial intended to clarify existing pronounce
Accounting Standards Board. Trustees of ments. Such an effort is reflected in the
the Foundation are appointed by the FASB's first pronouncement, Statement of
Board of Directors of the AICPA. The nine Financial Accounting Standards No. 1: Dis
trustees of the Foundation are selected closure of Foreign Currency Translation In
from the following fields: one trustee is formation, dated December, 1973. The
the president of the AICPA; four are CPAs Standard does not specify which policies
in public practice; two are financial execu and rules should be followed in reporting
tives; one is a financial analyst; one is an the effect of changes in foreign currency
accounting educator. Non-CPAs are cho values. Rather, it requires only disclosure
sen from names submitted by the Finan of the translation policies followed. An
cial Executives Institute, the Financial FASB task force is presently considering
Analysts Federation, the National As the broad topic of foreign currency trans
sociation of Accountants, and the Ameri lation. Until such time as an official
can Accounting Association. In addition standard-setting statement is issued, fi
to appointing members to the FASB, the nancial statements must disclose which of
Foundation is charged with raising and the presently acceptable alternatives is
allocating funds for operations (between being followed.
2.5 and 3 million dollars per year) and
Standard No. 1 was issued without a
with appointing members to the Finan discussion memo and with only a 30-day
cial Accounting Standards Advisory period of exposure for the draft statement.
Council.
The FASB Rules of Procedure permit the
issuance of a draft statement without a
prior discussion memo when the FASB
The Financial Accounting
feels that an informed decision can be
Standards Advisory Council10
made without a public hearing. The
The Financial Accounting Standards Ad Board felt, due to the urgency of the prob
visory Council is composed of approxi lem, that the minimum exposure period
mately 20 members working closely with should be used.
the FASB in an advisory capacity. A vari
The format of Standard No. 1 is sig
ety of occupations is represented, and nificant. In addition to the pronounce
only one-quarter of the members may ment contained in the body of the state
come from a single field of activity. Mem ment, Appendix A contains background
bers of Council assist the FASB in estab information including a summary of re
lishing priorities, setting up task forces, search findings, and a summary of the
reacting to proposed standards, and per consideration of comments on the expo
forming other needed tasks.
sure draft. Appendix B contains examples
of disclosures. The information contained
in both appendices is useful for under
The Role of the AICPA11
standing and implementing the pro
Although the AICPA has given up direct nouncement.
control over the formulation of account
ing standards, it makes its influence felt
through the Accounting Standards Divi Concluding Evaluation
sion. The newly-created Accounting FASB is expected to benefit from the ex
Standards Executive Committee speaks perience and skills of persons with differ
for the AICPA in matters relating to finan ent backgrounds. The responsibility for
cial accounting and reporting and cost ac the development of standards of financial
counting. It established liaison with the reporting is shared with the financial and
FASB as well as with other accounting and corporate community. The need for wider
financial bodies such as the SEC, the stock representation was noted before the dis
exchanges, and the Cost Accounting solution of the APB. However, at the time
Standards Board. The Accounting Stan the APB was established, groups in
dards Committee comments on FASB terested in financial reporting (other than
pronouncements and interpretations, the AICPA and the SEC) had not reached
prepares position papers, submits pro the level of activity and influence that
posals for consideration, and communi they have today.13
Obviously, the extended exposure
cates the AICPA's thinking on topics
under consideration. (AICPA members periods normally required for discussion
are not required to adopt the position memos and draft statements will delay the
taken by the Accounting Standards Ex initial issuance of standard-setting pro
nouncements. However, if the FASB
ecutive Committee.)

adopts a piecemeal approach, or if it is
sues standard-setting statements too
quickly without adequate hearings, it
may find it has achieved short-run minor
benefits at the expense of long-run suc
cess. Confidence in financial statements
may be lost once again, and history may
show that the FASB was, indeed, the last
chance for keeping the development of
accounting standards in the private sec
tor. The corporate and financial commun
ity wholeheartedly supported the FASB's
objectives and methods of operation
when originally proposed. It is to be
hoped that adhering to those objectives
and procedures now, despite pressure
from the SEC and some sectors of the bus
iness community, will provide the longrun benefits envisioned when the FASB
was created.

Footnotes
1Reed K. Storey, The Search for Accounting
Principles (New York: American Institute of
Certified Public Accountants, Inc., 1964), pp.
9-11.
Establishing Financial Accounting Standards
(American Institute of Certified Public Ac
countants, Inc., 1972), p. 29.
3Ibid., p. 19.
4Ibid., p. 7.
5See Financial Accounting Foundation Certifi
cate of Incorporation/By-Laws (Stamford,
Conn.: Financial Accounting Foundation,
1973).
6Ibid., p. 7.
7Ibid.
8See Rules of Procedure (Stamford, Conn.:
Financial Accounting Standards Board, 1973).
9See Financial Accounting Foundation Certifi
cate of Incorporation/By-Laws, op. cit.
10Ibid.
“Stanley J. Scott, “The AICPA Accounting
Standards Division," Address to the 1973 An
nual Meeting of the American Institute of Cer
tified Public Accountants, October 15, 1973,
Atlanta, Georgia.
12See Statement of Financial Accounting Stan
dards No. 1: Disclosure of Foreign Currency
Translation Information (Stamford, Conn.: Fi
nancial Accounting Standards Board, 1973).
13James Nolan, “Wheat Study Members As
sess Product," The Journal of Accountancy
(June, 1972), p. 20.
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Scholarship and Fellowship Grants
Section 117 of the
Internal Revenue Code of 1954

Rita M. Voerding is an Internal Revenue
Agent in Cheyenne, Wyoming and serves as
Joint Compliance Coordinator for the State of
Wyoming.
Ms. Voerding is a graduate of Boston Uni
versity. She served in the Boston and the
New Haven offices of the Internal Revenue
Service and was the Internal Revenue Ser
vice Renegotiation Officer of Rhode Island
and Connecticut when she moved to the
west. After several years as a partner and
office manager for a construction firm she
returned to the Internal Revenue Service in
1966.
Ms. Voerding is a member of the Cheyenne
Chapter of the American Society of Women
Accountants.

Rita M. Voerding
Cheyenne, Wyoming

The author discusses the tax effects of
scholarships and fellowship grants.

Section 117(a) of the Internal Revenue
Code provides the general rule that gross
income does not include any amount re
ceived as a scholarship at an educational
institution or as a fellowship grant. Sec
tion 117(a) also excludes from income any
amount received to cover expenses for
travel, research, clerical help, or equip
ment which are incident to the excludable
scholarship or fellowship grant, but only
to the extent that the amount is actually
expended for these purposes.
In the case of individuals who are can
didates for degrees, Section 117(b) places
limitations on the general exclusions set
forth in Section 117(a) by providing that
these individuals cannot exclude from
gross income that portion of a scholarship
or fellowship grant which represents
payment for research, teaching, or other
services in the nature of part-time em
ployment.
Section 117(b) also states if teaching,
research, or other services are required of
all candidates (whether or not recipients
of scholarships or fellowship grants) for a
particular degree as a condition to receiv
ing such degree, such teaching, research,
or other services, shall not be regarded as
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part-time employment. It is this state
ment in Section 117(b) and the similar
statement in Regulations 1.117-2(a)(2)
which has caused much confusion and
resulted in the litigation of many cases
involving candidates for degrees. The
question here is whether the statement
("If teaching, research, or other services
are required of all candidates (whether or
not recipients of scholarships or fellow
ship grants) for a particular degree, such
teaching, research, or other services shall
not be regarded as part-time employ
ment") is a "mechanical" test which, if
met, would automatically exclude pay
ments received as a scholarship or fellow
ship.
It is the position of the Internal Revenue
Service that this statement in Section
117(b)(1) is not a mere "mechanical" test.
The Internal Revenue Service believes
that a "primary purpose" test must first
be applied. It is our position that a proper
reading of the statute requires that before
the exclusion can apply, the payment
sought to be excluded must have the nor
mal characteristics associated with the
terms "scholarship" and "fellowship".
The Internal Revenue Service feels the

case of Elmer L. Reese, Jr. and Dorothy L.
Reese, 45 T.C. 407(1966), affirmed 373 F.
2d 742(1967), is a substantive importance.
In this case, Dorothy L. Reese was a can
didate for the degree of Master of Arts in
teaching at Johns Hopkins University. All
candidates for this degree were required
to engage in "internship teaching"
whereby the student took full responsibil
ity for a classroom. To meet this require
ment, Ms. Reese taught 20 hours a week
in a public school in Baltimore County,
Maryland, during the period February 1
to June 30. She replaced a regular teacher
and was paid $1,900 by the County Board
of Education. Such amount was in accor
dance with the salary scale for a teacher
holding a Bachelor's Degree but not cer
tified for teaching by the State.
The taxpayer contended that since con
ferral of the degree was conditioned on
her performance of teaching services, the
amount received was excludable pur
suant to Section 117(a) and 117(b)(1) of the
Code. In the alternative, she contended
that the teaching was primarily for the
advancement of her skills as a teacher and
not primarily for the benefit of the Board
of Education, with the result that the

payments were excludable under Section and availability of funds, not financial
1.117-4(c) of the Regulations. The tax need; (2) taxpayer understood from the
payer insisted in her first contention that beginning of the fall quarter that he was to
in enacting Section 117(b)(1), Congress ef be paid for services rendered; (3) the
fectively established a "mechanical" test source of funds was the general university
whereby amounts received for part-time budget which is used to pay all professors
services should be automatically excluded and instructors, Iowa State University did
without regard to a "primary purpose" not have authority to grant fellowships
test. In disposing of this contention, the from these funds; (4) the department
court delved into the legislative history of chairman generally treated all teaching
Section 117. The court pointed out that the assistants in the department as employees
House intended that there first be a schol and Iowa State University believed that
arship or fellowship grant and then de an employer-employee relationship ex
creed that if part-time services were in isted between each teaching assistant and
volved the portion of the grant allocable the University; and (5) Iowa State Univer
thereto was to be included in gross in sity withheld Federal income tax from the
come. All the Senate did by adding a payments.
In the cases of Edward A. and Suzanne
"new sentence" was to deal with the situ
ation where a dual condition existed; ie, M. Jamieson, 51 T.C. 635(1969), and Robert
where the part-time services were re N. and Svaja V. Worthington, T.C. Memo
quired to obtain the degree and were also 1972-111, the Tax Court applied a "prim
a prerequisite to receiving the scholar ary" purpose test in concluding amounts
ship. In other words, in the Reese case, the paid to teaching assistants were compen
court held that before the exclusion comes sation.
into play, there must first be a determina
In the cases ofChanderP. Bhalla, 35 T.C.
tion the payment has the normal charac 13(1960), and Robert H. Steiman, 56 T.C.
teristics associated with the term "schol 1350(1971), the Tax Court held the
arship". Only if the amount received is a petitioners were entitled to exclude
scholarship do the limitation and the ex amounts received as scholarships or fel
ception thereto become operative. Stated lowship grants. However, the Internal
differently, the Internal Revenue Service, Revenue Service does not feel these cases
in applying the law, looks to the provi represent an erosion of the standards set
sions of Section 117(a). The limitations in forth in the Reese case, since the court
Section 117(b) are considered only after it seemed to agree the "primary" purpose
is decided there is a scholarship or fellow test was the controlling rule of law. In the
ship grant involved.
Steiman case, the court expressly adopted
In the case of Donald R. DiBona, T.C. the holding in Reese but determined that
Memo 1968-214, the taxpayer was a can the payments to the petitioners had satis
didate for the degree of Doctor of fied the criteria mandated by Reese.
In summary, the Internal Revenue Ser
Philosophy at Iowa State University. He
received a teaching assistantship for the vice will apply the rationale advanced in
academic year. He did not teach the first the Reese, Jamieson, DiBona, and
three months of the,appointment because Worthington cases in determining if
of a lack of student interest in the course. amounts paid for teaching, research or
However, during that period, he began other services qualify as .scholarships or
preparations to teach the following quar fellowship grants. If it is concluded the
ter and occasionally gave demonstrations amounts paid to the recipient are for work
and performed services with regard to rather than study, then such amounts will
other formal courses. When he began be included in income even though such
teaching, during the winter quarter, his teaching, research, or other services are
class met for two afternoons a week. Dur required of all candidates for the degree.
ing the year for which he received the
We would also like to comment on the
assistantship, the University did not im Supreme Court decision in the case of
pose a minimum teaching requirement Johnson, 394 U.S. 741(1969). In this case,
on every graduate candidate as a condi three individuals held engineering posi
tion to receiving the Ph.D. Degree. How tions at the Bettis Atomic Power Labora
ever, his main professor made it under tory in Pittsburgh. The laboratory is
stood that all students under his supervi owned by the Government and is oper
sion and control would have to teach at ated by Westinghouse under a contract
with the Atomic Energy Commission.
least one quarter.
In holding the primary purpose of the Under Westinghouse's educational pro
payments was compensation for services, gram, when employees have completed
the Tax Court noted the following items: all preliminary requirements for the
(1) the number of teaching assistantships doctorate, they may apply for an educa
was dependent on the need for teachers tional leave of absence. They must submit

a proposed dissertation topic for approval
by Westinghouse and the Atomic Energy
Commission. Approval is based on a de
termination the topic has at least some
general relevance to the work done at Bet
tis. If the leave of absence is secured, the
employees devote their full attention, or
dinarily for a nine month period, to fulfil
ling their dissertation requirements. Dur
ing this period, employees receive a
stipend in an amount based on a specified
percentage (from 70 to 90 percent) of their
prior salary. They also retain their senior
ity status and receive all employee ben
efits, such as insurance and stock option
privileges. In return, they must not only
submit periodic progress reports, but
under the written agreement that all par
ticipants must sign, they are obligated to
return to the employ of Westinghouse for
a period of at least two years following the
completion of their leave. The taxpayers
involved in this case took leaves under the
Westinghouse program and eventually
received their doctorate degrees. They
claimed the stipends received were nontaxable under Section 117 of the Code.
The Supreme Court reasoned Congress
did not intend to exclude all payments
from an individual's income however
large or whatever their source, simply be
cause they happened to assist him or her
while in school. The court made it clear
that where a person is paid by his or her
employer while in school as part of a bar
gain whereby the individual in turn
agrees to work for the grantor, the pay
ments are essentially compensation and
should not be excluded as scholarship
funds.
It is interesting to note that the Tax
Court of the United States quoted the case
of Johnson in the J.E. MacDonald case, 52
T.C. 386(1969). The Tax Court held that
payments received by Mr. J.E. Mac
Donald from his employer (I.B.M.) while
pursuing studies at a university were
compensation and were not excludable
from gross income as a scholarship or fel
lowship. The Tax Court felt the rationale
advanced in Johnson applied even though
the taxpayer was not legally obligated to
return to his job at I .B .M. or to reimburse
I.B.M. The court concluded the fact that
I.B.M. expected the taxpayer to return to
work was sufficient to bring the case
within the scope of the Johnson decision.
The Internal Revenue Service will, of
course, apply the principles established
in the Johnson case when determining if
amounts paid are compensation for ser
vices or primarily for the benefit of the
grantor (Regulations 1.117-4(c)).
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The German Solution to the Incompetent
Tax Preparer Problem

Marion C. Argo, CPA, was born and edu
cated in Germany and emigrated to the
United States after World War II. She is a
graduate of the Ludwigs University in Gies
sen, Germany, and holds a CPA certificate
from the State of Washington. She is related
to a Wirtschaftspruefer (a German CPA)
who supplied her with the text on applicable
German laws on tax preparers.
Ms. Argo has been in public accounting for
many years. Before opening her own CPA
practice she was a partner in the CPA firm of
Dwyer & Meredith in Tacoma, Washington.
Ms. Argo is a member of the American Insti
tute of CPAs, the Washington Society of
CPAs, and the American Woman's Society of
CPAs. She also belongs to the American
Society of Women Accountants and is the
president-elect of the Tacoma Chapter.

Marion C. Argo, CPA
Tacoma, Washington
The author describes the German system
of licensing tax return preparers.

In West Germany tax return preparers
must be licensed — so why not in the
United States? This may be just the solu
tion to the American problem of incompe
tent or even fraudulent tax return prepa
rers.
In the United States income tax returns
are prepared for a fee not only by attor
neys, certified public accountants, and
licensed public accountants (the latter
being a vanishing group since no new
licenses are being issued), but also by
persons who are not required to prove
their competence in the field of taxation to
a state examining body. It is true that
nationwide firms of income tax preparers
instruct their employees during a short
training period; however, the standards
of expertise to be achieved are those of the
particular firm, rather than those of the
state licensing office. And, of course,
there are the individual preparers who
hang up their shingles — some for the
duration of the tax season only — and are
not examined or supervised by anyone.
It is astonishing that a person must pass
a rather rigid state test before he or she
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can style, cut, or otherwise treat another
person's hair, while no equivalent test is
required of those who prepare another
person's income tax return. The most un
fortunate aspect of this situation is that
many taxpayers are ignorant of the fact
that the signature of a preparer on a tax
return is not necessarily indicative of the
preparer's ability to compile an accept
able return. Unless taxpayers engage a
CPA, an LPA, or an attorney, they cannot
count on assistance or representation in
case of an IRS audit. Most taxpayers don't
know this until it is too late.
A report filed by the House Govern
ment Operations Committee states that
investigations by the IRS and the Federal
Trade Commission have uncovered
"widespread incompetence, dishonesty
or unethical conduct in the tax prepara
tion business, which last year prepared
almost half of all individual returns."
While noting that the IRS is moving to
prosecute those commercial tax preparers
who have engaged in fraudulent prac
tices, the committee said that there are no
restrictions on entering this rapidly grow

ing field. The report recommends that the
IRS monitor preparers more closely, that
the Federal Trade Commission increase
its investigation of fraudulent advertising
in the industry, and that the IRS upgrade
the quality of its taxpayer service
representatives.1 These measures, if car
ried out, may result in improvement of
the situation but seem unlikely to bring
forth an adequate solution.
The adoption of a licensing system
similar to West Germany's would insure
the fee-paying public of a minimum level
of competence achieved by all tax prepar
ers. At the same time it would enable
those tax preparers who do not have the
inclination to become CPAs to strive for a
worthwhile goal which they may be ca
pable of reaching.

The German Licensing System
There are three types of tax preparers or
consultants in West Germany:
1. the authorized preparer of indi
vidual tax returns (Steuerbevollmaech
tigte),

2. the tax advisor-preparer of and ad
visor on all types of tax returns (Steuer
berater), and
3. the business auditor, equivalent to a
CPA, preparer of tax returns and audited
statements (Wirtschaftspruefer).
The authorized preparer of individual
tax returns is allowed to do so for a fee. In
order to be so licensed, one is required to
pass a state board examination after fulfil
ling the following educational and ex
perience requirements:
A. Completion of six years of high
school. (The German education system of
fers to those who want to pursue careers
of higher education four years of elemen
tary school and nine years of high school
after which entrance to a university is
permissible. For those who are not plan
ning a college education but want a
semi-professional or white collar career,
six years of high school with special train
ing following the formal schooling is
acceptable.)
B. Subsequent completion of a threeyear apprenticeship in a tax advisor's or
business auditor's office or completion of
four semesters in a recognized accounting
school (similar to a U.S. vocational school
or possibly a junior college).
C. Completion of four years of full -time
employment in the area of taxation.
After the above requirements have
been met, the candidate is examined by a
state examining body on the subjects of
tax law, basic accounting, commercial
law, and labor law. In addition to achiev
ing a passing grade on this examination,
the candidate must also prove no previ
ous conviction for a crime, prove to be of
moral fiber, and prove that his or her fi
nances are in order. After all these condi
tions are met, the candidate will be per
mitted to practice as an authorized pre
parer of individual income tax returns.
The tax advisor is allowed to prepare all
types of tax returns and to prepare finan
cial statements for clients. This person is,
however, not qualified to prepare cer
tified audit reports of publicly-owned
corporations. The requirements for a tax
advisor are as follows:
A. A bachelor's degree in business ad
ministration or law from an accredited in
stitution of higher learning, and
B. three years of full-time experience in
the area of taxation, at the conclusion of
which a state examination must be suc
cessfully completed.
The test for qualification as a tax ad
visor covers the following areas: tax law
(income as well as property, value-added,
inheritance, and other taxes), business
administration and economics, account
ing, business law, and labor law. The per

sonal requirements of good character and
sound financial condition are the same as
those for the authorized tax preparer.
The business auditor has the highest
qualifications in the profession. The au
ditor performs essentially the same tasks
as the American CPA. He or she is re
quired to pass a comprehensive state ex
amination after meeting the following
educational and experience require
ments :
A. A bachelor's degree in business ad
ministration or law from an accredited in
stitution of higher learning, and
B. six years of experience in business
concerns, of which at least four years have
been spent in the field of auditing.
The state examination of the aspiring
business auditor is similar to that of the
tax advisor in nature; however, a higher
level of knowledge must be demonstrated
in all areas under examination. Auditing
of private enterprises, municipalities,
and cooperatives is an additional subject
of the examination. The candidate must
also present to the examining board two
audit reports which he or she has pre
pared independently. The clients' ap
provals to use the reports for this purpose
are required. The personal requirements
of good character and sound financial
condition are the same as those for the
authorized tax preparer and the tax ad
visor.

Conclusion
While a licensing system, such as the one
employed in West Germany, would no
doubt answer the American need for the
protection of the public, it seems cumber
some in its application. The experience
requirement, particularly, does appear to
be unduly long. However, a committee of
experts in the field of American taxation
should be able to study the German sys
tem and systems existing in other coun
tries and adapt them to fit the American
tax structure and thus to protect the
American taxpayer from an incompetent
tax preparer.

CLASSIFIED NEWS

UNIVERSITY OF MASSACHUSETTS
TEACHING AND GRADUATE
STUDY OPPORTUNITIES
The University of Massachusetts at Amherst is
seeking new faculty members and graduate stu
dents in accounting.
Faculty positions are in the areas of auditing and
taxation on the advanced and graduate levels.
Faculty appointments are normally made at the
Assistant Professor level and require a Ph.D. in
hand or in progress; CPA desirable but not neces
sary. Appointments for visiting and adjunct profes
sors are also made.

Salaries and fringe benefits are competitive with
similar institutions on the East coast.

Graduate students must have a bachelor's de
gree and are admitted to the MBA, MS in Account
ing or Ph.D. program. Financial assistance is avail
able for doctoral students. Teaching appointments
at the instructor level for better than average com
pensation can be made.
Amherst is a delightful New England town with a
large student population. It offers an active and
varied cultural life and is within easy driving distance
of Boston and New York City.
Massachusetts offers the usual set of degree
programs: B.S.B.A, M.S. with concentrations in var
ious functional areas, M.B.A. and the Ph.D. Re
search support is available through the Center for
Business and Economic Research. The School also
coordinates the ABLE program, a federally funded
consortium of six universities, providing educational
opportunities to minorities at the masters level in
business.

Interested persons should contact:
Professor Anthony T. Krzystofik,
Chairman
Department of Accounting
School of Business Administration
University of Massachusetts
Amherst, Mass. 01002

Footnote
1Regulation of Income Tax Return Preparers,
Hearings before the Subcommittee on Legal
and Monetary Affairs of the Committee on
Government Operations; House of Represen
tatives, Ninety-Second Congress — Second
Session, H.R. 7590.
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What’s wrong
with this picture?

Photo by Van Bucher

Somebody forgot to include the women. Each day decisions are
being made in all-male boardrooms, in city councils, on the
boards of education, and elsewhere, that affect all of our lives.
Intelligent, educated women —and they are legion these days—
belong in this picture. They can help to build the kind of
society we all want. What's wrong with this picture is that half
the talent and brainpower of our country is missing... an
important half—women.

Womanpower. It’s much too good to waste.
For information: NOW Legal Defense and Education Fund Inc., 127 East 59th Street, Dept. K, New York, N.Y. 10022

Education
From the Classroom to the “Real World” — and Vice Versa

Dr. Patricia L. Duckworth, CPA
Metropolitan State College
Denver, Colorado
Nowadays accountants do not learn their
basic skills on the job any more but in the
classrooms of high schools, proprietary col
leges, community colleges, four-year col
leges, and universities. And accounting
teachers frequently learn some of their skills
in an accounting job. They give up a demand
ing and relatively well-paid position in pub
lic practice or industry for a teaching posi
tion which, on the surface, appears less de
manding.
This constant interchange between the
classroom and the "real world" is the theme
of this column as two women describe their
experiences.
The first is Jacquelyn Sammons,
President-elect of the Denver Chapter of
ASWA for 1974-75, who accepted the posi
tion of Instructor of Accounting at Midwest
Business College in Boulder, Colorado. She
has a Bachelor of Arts from Western State
College in Gunnison, Colorado, and has
worked as a staff accountant for a local CPA
firm, as an assistant controller for a syndi
cated real estate sales company, and as a vice
president of a small life insurance company.

The Educator or the Educatee?
The night before my first day in class, I sat
at my desk wondering what had pos
sessed me to take this job as an Instructor
of Accounting and Business Administra
tion at a business college. At various
times I had wondered whether I could
teach, whether I would enjoy teaching,
and whether I had anything to offer po
tential accountants. The only thing going
for me that night was the feeling that with

my various job experiences, I did have
something to offer students.
After the first week in class, I was not so
sure that I had anything to offer; it seemed
I was the one in need of instruction. En
couragement and help were forthcoming
from other teachers, the students, and the
textbooks — complete with teacher's
manuals. I found that teachers work to
gether; experienced teachers help each
other as much as possible, and they have
especially helped me.
My real education came from the stu
dents. Their attitudes are as varied as our
attitudes. For the most part, they are
bright, intelligent, aware, demanding
that we be "on the level" and at the same
time challenging our authority and
knowledge. There are those who are lazy,
who want something for nothing, and
rather than look for the answers, just do
not do the work. With both types of stu
dents in the classroom, the best solution
for me has been to have the first group
help the second group. Some days no
thing works and I become very frustrated,
other days have been sources of joy.
To my amazement, the more prepared I
was for class, the worse the classes
seemed to go. One day I neglected to pre
pare a lecture and nearly panicked. Hur
riedly, I looked through the lesson and
did an ad lib lecture. Later comments
from the students confirmed my own
thoughts; it was one of my better lectures.
Now lessons are prepared, but not as
thoroughly, leaving time for interaction
between the students and me. Questions
are more pertinent and discussions are
easier. Students are free to make sugges
tions regarding the class.
Another part of my education came

from the textbooks. After using and re
viewing many textbooks, my thought is
that the textbooks should be written by
someone with experience in the account
ing profession. The Certified Public Ac
countant, Certified Management Accoun
tant, Public Accountants, bookkeepers,
controllers, internal auditors, and all
other persons in the field of accounting
should be writing the books, explaining
debits and credits, the reasons for the
bookkeeping procedures, accounting
methods used and all pertinent options
(remember cash basis).
According to an article in The Journal of
Accountancy last year, what is being
taught and what should be taught in our
schools, colleges, and universities are a
long way apart. Instead of complaining,
then proceeding with costly job training,
why not have a joint meeting between the
accounting societies and the educational
societies and begin to clarify the needs of
the accounting profession? Textbooks
could be written to fit the needs of the
profession and help the teacher under
stand these needs so he or she can revise
teaching methods and goals. The effort
would benefit both groups, and the stu
dent would be better able to make the
transition from one world to the other.
My education has just begun. What
about your education?
The second woman to describe her experience
is Marjory S. Fishman, who received a
scholarship grantfrom the Boston Chapter of
ASWA in 1973. She received her Bachelor in
Business Administration from the University
of Massachusetts at Amherst in May 1974.
Her high academic achievement earned her
an Accounting Excellence Award from the
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Department of Accounting at the University
and one of The Woman CPA Awards from
the Boston Chapter of ASWA. Upon gradua
tion she started working for Price
Waterhouse & Co. in Boston as a staff ac
countant.

A Student's Internship
During the January 1974 intersession I
had the privilege of interning in the Bos
ton office of Haskins & Sells. I am writing
this paper describing the events leading
up to my employment and the knowledge
I gained in order to encourage other stu
dents and educational institutions to par
ticipate in such programs.
I first thought about an intersession in
ternship while taking Auditing in the fall
1973 semester. I decided to bring up the
subject during my on-campus interviews
with public accounting firms.
The first "Big Eight" firm to recruit on
campus was Haskins & Sells. I hoped that
H&S would be receptive to an internship
proposal since my grade point average
was around 3.8. Not only were they recep
tive, they were enthusiastic. The firm had
previously participated in internship
programs, particularly with Northeastern
University in Boston, and was therefore
experienced with such programs.
I want to stress that at no time prior to or
after the internship did H&S pressure me
into a career decision. The firm made it
clear that I was under no commitment to
work for H&S after graduation. I was told
to enjoy my brief stay with the firm and to
learn first hand what public accounting is
really like.
After the initial on-campus discussion
we worked out the final arrangements,
such as the starting date, the salary rate,
the working hours, by telephone. I was
invited to visit the Boston office during
the Thanksgiving recess. There I met sev
eral professional staff members and
learned about scheduling systems, audit
ing procedures, advancement pos
sibilities, and other special features of
Haskins & Sells. I was very impressed
with the people I met as well as with the
nature of the public accounting world.
Everybody I met during that visit and
during my internship answered my many
questions honestly and completely and
treated me like a professional accountant.

A Computer Audit
On January 2,1974, I reported to the H&S
office to meet with other interns and to
learn the details of my upcoming audit
assignment. My first client was to be an
electronics firm, one of the largest
computer manufacturers in the world.
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The work to be done was interim work
and required a senior and me. I was given
last year's annual report, the 10K, and
other relevant information to read over.
H&S uses a computer audit program,
called Auditape, on some of its audits. As
luck would have it, the Auditape was
being run the next day at the client's of
fice. It was suggested that I spend the day
there with other staff members and learn a
bit about computer applications in audit
ing. That day is undoubtedly one of the
most fascinating days of my life.
For a couple of hours the senior on the
job explained the client's organizational
set-up. He then reviewed the purpose of
the Auditape application and showed
why it is an exceptionally useful tool for
the auditor.
I think I should mention now that I
found it very difficult to learn about audit
ing in the classroom. I had heard of com
puter applications to facilitate audit work,
but I never really understood the why and
the how behind such a statement. That
one day with the Auditape in a client's
office taught me more than I could have
learned from several books or lectures. I
also found out that the theory learned in a
college classroom is invaluable; but the
actual viewing and working with a real
general ledger brought me much greater
understanding.
During the course of this audit I did
some statistical sampling from the general
ledger and prepared many schedules on
productivity and income realization,
using last year's workpapers as a guide.
The work was more tedious than fascinat
ing, but it was certainly useful. I learned
how H&S set up their workpapers and
what type of accounting information was
useful for interim reporting purposes. I
also talked to several people in the client's
accounting department to get a better fix
on what was going on. The senior on the
job took the time to explain to me the
internal workings of the company and the
reasons for suggestions he was making to
the appropriate officials concerning ac
counting matters. I found it very en
couraging to watch him interact with the
client's personnel who obviously re
spected him as a professional.

A Training Session
Between audit assignments I spent a cou
ple of days in the office and was asked to
help prepare some corporate tax returns. I
explained to the senior in the staff room
that I had never prepared such a return.
He showed me some sample returns and
showed me what steps to follow. He told
me to give it a try and to ask him

whenever I was stuck. After many ques
tions and some struggling I managed to
complete the return. It was a tremendous
feeling. I actually applied some of the
techniques learned in college to a real
situation. I had thought that the gap be
tween college and the "real world" was
very large. Instead of that I found that a
good theoretical accounting background
plus the right amount of motivation can
lead to success.
One day I was asked to report to The
Parker House in Boston for formal train
ing sessions. There were six interns and
four new hires at that session, plus the
personnel director, the managing partner
of the Boston office, and two audit mana
gers who would be responsible for the
teaching end of it. I was really looking
forward to this official training.
For several hours we discussed audit
procedures for assets and liabilities,
statistical sampling techniques, and typi
cal problems an auditor might face. It
wasn't a straight lecturing session but
rather a give and take type of discussion
with questions and answers flowing from
teachers and students. It was a very useful
session for me, as I was to apply some of
this knowledge to my next audit assign
ment.

A Year-End Audit
For the remaining two weeks of my in
ternship I worked at a computer consult
ing firm with a senior. The client's year
ended November 30. Our work consisted
of applications of auditing procedures to
determine whether the financial state
ments fairly presented the financial posi
tion of the company at year end. There
fore this work was to be much more in
depth and conclusive.
The senior on this job also explained
the assignment to me before the work was
started. I met the Comptroller and the
President of the company and learned
where the important documentary evi
dence and journals were kept. This was
the first time that I ever actually saw a
Purchases Register or a Cash Disburse
ments Journal. This may seem like a small
point, but for me it was very meaningful
to work with documents that I had only
read about in textbooks. Reading about
different journals and ledgers is one
thing; seeing and touching them is quite
another matter. This internship brought a
lot of accounting terminology to life.
Using last year's workpapers as a guide
I prepared an initial trial balance and
started an audit of cash. I had learned
(Continued on page 21)

Financial
Statements
Current Inflation Requires Another Look At
Price-Level Accounting

Glenda E. Ried, CPA
The University of Toledo
Toledo, Ohio

Introduction
Once again the debate has surfaced on
price-level accounting. Numerous articles
have been written on the pros and cons of
inflation accounting. Back in 1969 the Ac
counting Principles Board issued State
ment No. 3, Financial Statements Restated
for General Price-Level Changes,
suggesting that general price-level finan
cial statements may be presented in addi
tion to the basic historical-dollar financial
statements.1 Because it was not required
at that time, few, if any, corporations in
cluded the supplementary price-level in
formation in their annual reports. How
ever, discussions of or references to infla
tion were included in one hundred
thirty-four annual reports according to
the companies surveyed for the 1970 edi
tion of Accounting Trends and
Techniques.2
Why then has the issue resurfaced? The
answer is twofold: other countries have
adopted inflation accounting (Brazil) or
expect to adopt it in the near future (Great
Britain) and the rate of inflation has accel
erated in the United States.
Ten years ago, in 1964, Brazil enacted
legislation requiring most entities to re
value their fixed assets and working capi
tal with a related credit to equity or debt
capital.3 Brazilian law allows depreciation
to be taken on the upwardly revised fixed
assets as a deduction against taxable in
come on the theory that it helps the com
pany preserve the purchasing power of
the cruzeiros invested.
The Accounting Standards Steering

Committee of The Institute of Chartered
Accountants in England and Wales has
issued an exposure draft, Accounting for
the Purchasing Power of Money.4 The
statement has recommended that com
panies publish supplementary financial
statements adjusted for current general
purchasing power. The restatements
would be prepared essentially as recom
mended by APB Statement No. 3 on gen
eral price-level accounting.
The English Institute expects the adop
tion of this standard and would like to see
it implemented in 1974 annual reports.5
Despite the fact that inflation accounting
reduces profits substantially and may
turn profits into losses, most British cor
porate officers and the Confederation of
British Industry back it.6
Because of the increased rate of infla
tion in the United States in recent years,
the Financial Accounting Standards
Board is reconsidering whether price
level adjusted statements should be re
quired as supplementary information on
financial statements. Public hearings
were scheduled for April 1974 to discuss
the usefulness of such statements and
whether they should apply to entities
other than business. The SEC has re
quested companies to disclose the impact
of inflation on inventories because of its
importance to investors. Accounting
Series Release No. 151, issued January 3,
1974, does not establish requirements but
implies that a continuing inflationary
situation may lead to specific require
ments.

Price-Level Adjusted Statements
for a Manufacturer
To show the effects of price-level account

ing, the financial statements for an exist
ing corporation have been adjusted. All
annual reports were available for the
years 1964 through 1973. Ten-year sum
maries in the 1964 report provided other
pertinent information such as additions
to plant, property and equipment and de
preciation taken. The company valued
inventories at the lower of fifo cost or
market and research and development
costs were expensed. The company is un
named because certain assumptions were
made (e.g., fifo treatment of fixed asset
additions and reductions) due to lack of
more complete information in making the
price-level adjustments.
All price-level adjusted financial state
ments presented within this article have
been adjusted according to the proce
dures recommended in APB No. 3 using
the Gross National Product Implicit Price
Deflators. The first year of restatement re
quired conversion of the balance sheet at
the beginning of the year as well as at the
end of the year and the income and re
tained earnings statements for that year.
The balance sheet at the beginning of the
first year was restated to calculate the re
stated retained earnings as of the begin
ning of the first year. For each subsequent
year only the balance sheet at the end of
the year and the income and retained
earnings statements for the current year
were needed.
Step one in restating any balance sheet
is to identify the monetary and non
monetary items. The monetary items are
cash, receivables, marketable securities if
carried at market, bond investments,
fixed dollar prepaid expenses, all
liabilities and preferred stock.7 A mone
tary item has an amount fixed by contract
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or law and is not affected by a change in
price level. Monetary items are restated
only when comparative statements are
prepared. It is the nonmonetary items
which are restated to give effect to infla
tion.
Condensed statements for Existing
Corporation for 1972 stated in both histor
ical cost and restated year-end 1972 dol
lars are presented in Schedules I and II.
Sales, purchases, operating expenses,
royalty income and interest expense were
assumed to have occurred fairly un
iformly throughout the year. Price-level
adjusted statements are not to be compared
with historical dollar statements. Schedules
I and II illustrates only which accounts are
adjusted and what effect takes place.
Notice that the net income was reduced
by approximately one-third.
The revised balance sheet for the be
ginning of the year is not presented; how
ever, the revision was made to determine,
as a balancing amount, the $17,168
(thousand) January 1, 1972 retained earn
ings. This made unnecessary the restate
ment of all prior financial statements
since the inception of the company.
Price-level adjusted financial state
ments should be presented in their en
tirety and should be compared with other
price-level adjusted statements rather
than with historical dollar statements.8
When comparative price-level statements
are presented, they must be stated in
terms of the general purchasing power of
the dollar at the latest balance sheet date.9
Therefore any price-level adjusted state
ments of earlier periods must be updated
to dollars of the purchasing power at the
end of each period for which they are pre
sented as comparative information.
A comparative summary of pertinent
ratios and analyses calculated from both
the historical dollar and the price-level
adjusted financial statements indicates
what differences might result from the re
statement.

Schedule I
Existing Corporation
Balance Sheet
December 31, 1972
(in thousands of dollars)
1972
Historical

Current Assets:
Cash
Marketable Securities (cost)
Accounts Receivable (net)
Inventory (lower cost or market)
Prepaid Expenses
Total Current Assets
Other Receivables
Property, Plant & Equipment:
Land
Plant & Equipment

Less: Accumulated Depreciation

Total Assets

Current Liabilities
Long-term Debt

Stockholders' Equity:
Common Stock & Paid-in Capital
Retained Earnings

Total Liabilities & Stockholders' Equity

Analysis and Comments
The greatest impact on a company's fi
nancial statements seems to come in the
year of initial adjustment for price-level
accounting. Net income for 1972 restated
to December 31, 1972 dollars was reduced
by approximately one-third. The factor
most responsible was the restatement of
fixed asssets and the corresponding in
creased charge to depreciation. The older
the fixed assets were, the greater the ad
justment that was made. Any fixed assets
acquired in the 1950's were restated at
roughly 150 percent to 170 percent of cost.
Restatement of the 1973 statements threw
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$ 1,492
998
9,229
13,813
428

$ 1,492
1,007
9,229
13,937
432

25,960

26,097

280

280

1,760
31,813

2,225
43,771

33,573
22,552

45,996
31,034

11,021

14,962

$37,261

$41,339

$ 6,632

$ 6,632

6,350

6,350

6,921
17,358

10,710
17,647

24,279

28,357

$37,261

$41,339

Schedule II
Existing Corporation
Income and Retained Earnings Statements
For Year Ended December 31, 1972
(in thousands of dollars)
1972
Historical
Net Sales
Royalty Income

Cost of Sales
Selling & General Expenses
Depreciation
Interest Expense
Income Taxes
Price-level Loss

Net Income
Retained Earnings 1-1-72
Cash Dividends Paid

Retained Earnings 12-31-72

Restated to
12-31-72 $

Restated to
12-31-72 $

$51,660
1,928

$52,125
1,945

53,588

54,070

41,413
7,124
1,595
687
1,305
—

41,786
7,188
1,882
693
1,317
296

52,124

53,162

1,464
16,319
<425>

908
17,168
<429>

$17,358

$17,647

Schedule III
Supplementary Price-Level Adjusted Statements
Existing Corporation
Comparative General Price-Level Statements
Balance Sheets (in thousands of dollars)
December 31, 1973 with comparative figures for 1972

Current Assets
Cash
Marketable Securities (cost)
Accounts Receivable (net)
Inventory
Prepaid Expenses
Total Current Assets

Other Receivables
Property, Plant & Equipment
Land
Plant & Equipment

Less: Accumulated Depreciation
Total Assets

Current Liabilities

Long-term Debt
Stockholders' Equity:
Common Stock & Paid-In Capital
Retained Earnings
Total Liabilities &Stockholders' Equity

1973
restated to
12-31-73 $

1972
restated to
12-31-73 $

$ 2,073
-011,352
20,742
473

$ 1,565
1,056
9,681
14,620
453

34,640

27,375

212

295

2,350
48,898

2,334
45,916

51,248
33,397

48,250
32,555

17,851

15,695

$52,703

$43,365

17,821

6,957

5,610

6,661

11,235
18,037

11,235
18,512

29,272

29,747

$52,703

$43,365

Schedule IV
Existing Corporation
Comparative General Price-Level Statements
Income and Retained Earnings Statements (in thousands of dollars)
For Year Ended December 31, 1973 with comparative figures for 1972

Net Sales
Royalty Income
Cost of Sales
Selling & General Expenses
Depreciation
Interest Expense
Income Taxes
Purchasing-Power<Gain>Loss

Net Income
Retained Earnings, beginning of year
Cash Dividends Paid

Retained Earnings, end of year

1973
restated to
12-31-73 $

1972
restated to
12-31-73$

$49,812
1,577

$54,680
2,041

51,389

56,721

41,624
8,141
2,241
806
<559>
<820>

43,834
7,540
1,974
727
1,382
311

51,433
<44>
18,512
<431>

55,768
953
18,009
<450>

$18,037

$18,512

a small profit into a loss.
The decline in sales on a historical basis
was $2,958 (thousand) but when both
year's sales were compared in 1973 year
end dollars, the decline rose to $5,332
(thousand). Costs and operating expenses
for 1973 appeared to be held in line and
indicated greater efficiency on the part of
management under the historical-cost
basis than on the price-level adjusted
basis. The purchasing-power gain of $820
(thousand) can be attributed to a gain in
holding monetary liabilities in excess of
monetary assets reduced by purchasing
power loss on transactions incurred dur
ing the year.
Both monetary and nonmonetary
amounts on the 1972 price-level adjusted
balance sheet have been rolled forward
and restated in year-end 1973 dollars to
make them comparable with the 1973
price-level adjusted balance sheet. The
monetary assets and liabilities on the 1973
statement have not been restated for infla
tion. Three items warrant attention — the
major write-up of property, plant, and
equipment, the more than doubling of
current liabilities, and the increase in cur
rent assets. Their net combined effect was
to increase book value per share of com
mon stock on an inflation basis. While the
current ratio remained the same, working
capital seemed somewhat improved on a
restated basis. As discussed in a later sec
tion, an improved working capital posi
tion can be misleading.

Statement of Changes
in Financial Position
Opinion 19 of the APB, issued almost two
years subsequent to Statement No. 3 on
price-level accounting, required the is
suance of a statement summarizing
changes in financial position when both
financial position and the results of opera
tions were presented. Presumably, al
though no direct indication has been
given, adoption of price-level accounting
would require that the statement of
changes in financial position be expres
sed in dollars reflecting price-level
changes. Much of the information for this
statement could be taken from the sup
porting schedules prepared as prelimi
nary steps in arriving at price-level state
ments.

Disclosures
The basis of preparation of the general
price-level adjusted statements and other
data should be clearly expressed in foot
notes and include the following
information:10
a. The price-level statements and in
formation are supplementary to the his
torical dollar financial statements.
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Schedule V
Comparative Summary
Historical Cost
1973
1972
Net Income as a % of Sales

2.8%

0.2%

Restated in 12-31-73 $
1972
1973
<.09%>

1.74%

$16,505

$19,328

$16,819

$20,418

Net Income per Share

0.12

1.72

<05>

1.12

Book Value per Share

28.19

28.57

34.45

35.01

Current Ratio

1.9 to 1

3.9 to 1

1.9 to 1

3.9 to 1

Working Capital (in thousands)

% of Net Income (Loss)
to Stockholders' Equity
0.4%
3.4%
at Beg. of Year
6.3%
<1.5%>
(NOTE: 849,670 shares of common stock were issued and outstanding at the
beginning and end of each year.)

Schedule VI
1973

Retained earnings at the beginning of the year:
Restated to general purchasing power
at the beginning of the year
Amount required to update to general purchasing power
at the end of the year
Restated to general purchasing power
at the end of the year

b. All amounts shown in the general
price-level statements are stated in units
of general purchasing power by use of the
Gross National Product Implicit Price De
flator.
c. The price-level gain or loss indicates
the effects of inflation on the company's
net holdings of monetary assets and
liabilities.
d. The same generally accepted ac
counting principles as used in prepara
tion of historical dollar statements are
used in the preparation of the price-level
statements.
e. General price-level statements do not
represent replacement costs, current val
ues, or appraisal values.
f. The general price-level statements
and information of prior years which is
presented for comparative purposes have
been updated to current dollars.
g. The difference between the balance
of retained earnings at the beginning and
end of the year arising from the roll
forward process is shown in Schedule VI.
h. Income taxes are based on cost be
cause inflation is not recognized in the
Internal Revenue Code.

Usefulness
The major issue is, of course, whether
inflation accounting should now be re
20 / The Woman CPA

1972

shown on the income statement is a mix
ture of inflation and real profit. It is the
real profit that shows true growth and
gives substance to the stock market as
evidenced in the early 1960's.
The comparative summaries (ten years)
and summaries of selected data included
in annual reports are really not compara
ble. They are stated in old dollars — old
dollars not restated to a comparable basis.
Price-level adjusted financial state
ments can be very useful in informing
corporate management on how successful
its policies have been in increasing capital
under current financial and economic
conditions. Creditors will have better in
formation as to the protection (cushion)
behind their claims. And all interested
parties can know the losses and gains re
sulting from holding monetary assets or
from owing debts.

Benefits versus Costs
$17,647

$17,168

865

841

$18,512

$18,009

quired. Subissues involve the usefulness
of the statements and whether the ben
efits outweigh the costs involved. The
answers to these questions may well de
termine whether inflation accounting will
be adopted. Changes in the purchasing
power of money affect every aspect of
economic life including pricing policies,
labor negotiations, investments, taxa
tion, and governmental policies. There
fore, the statements should be useful to
creditors, investors, employees, govern
ment officials and management.

There is concern that presenting the
facts of inflation to the public may bring
about undesirable consequences, adding
to the existing confusion in assessing fi
nancial reports. Also existing is the
danger that historical dollar statements are
misleading because some items are stated
in relatively current purchasing power
dollars and others are stated in old dollars.
On the income statement most items of
revenue and expense, except deprecia
tion, are stated in relatively current dol
lars. On the balance sheet, the items
stated in old dollars are fixed assets, in
ventory when valued at lifo, and common
stock. The gain on the sale of a fixed asset
gives no indication as to how much of the
gain is a real gain and how much is due to
inflation. By the same token, the profit

The time involved and the related costs
for restating financial statements in terms
of price-level changes will be considera
ble. Many hours were consumed compil
ing exhibits and schedules to arrive at the
pair of comparative price-level adjusted
statements presented in this article. And,
the simplest statements possible were
selected for conversion. If, for instance,
the statement of financial position con
tains investment in an unconsolidated
subsidiary, the subsidiary's financial
statements must be restated before the
equity method is applied. Statement No.
3 of the APB recommends that statements
of foreign branches and subsidiaries first
be translated into United States dollars
and then restated to show changes in the
purchasing power of the dollar.
If this tremendous amount of work is
expended, especially in the initial year of
change, will management, creditors and
investors use the information? Will it help
them to make better decisions? Would the
Rolls-Royce collapse have become appar
ent years sooner and somehow averted?
What effect will there be on union
management negotiations? Will contracts
dependent on net income, such as profitsharing agreements, be rewritten? Will it
enable stockholders to be more selective
in making their purchases? These are only
a few of the many questions to be asked.
Government, certainly, would be a prime
user of price-level adjusted information
because inflation is an international prob
lem, increasing at a much more rapid rate
in many other countries than the United
States. The steady rise in inflation in the
United States in recent years, together
with the threat of double-digit inflation
this year, is an argument for inflation ac

counting because the amounts involved
are becoming "material.”

Taxation
A big implication of inflation accounting
is its suggested use for tax accounting and
the related flow of investment. Brazilian
law permits depreciation taken on ad
justed fixed assets to be deducted for tax
purposes. British accountants are con
cerned with the issue of whether tax pay
ments should be adjusted so that retained
earnings can accumulate to replace plant
and equipment. Is depreciation taken at
cost on assets acquired years ago a realis
tic charge against revenue stated in rela
tively current dollars?
Under existing United States tax law,
price-level statements are not recognized,
and therefore income taxes are assessed
on historical-dollar amounts. The effects
of inflation on the financial statements of
a business enterprise depend on essen
tially two factors: (1) the amount of the
change in the general price level and (2)
the composition of the assets and
liabilities of the company. Inflation ac
counting will show higher profits for
high-debt real-estate companies and
much lower profits for manufacturers
with heavy capital investments.11 Is it
possible inflation accounting might shift
the tax burden from manufacturers to
real-estate firms? Would it be inequitable
to allow business entities to use pricelevel adjusted costs for tax purposes and
not individuals? These are some implica
tions that inflation accounting might have
on our tax structure, although it is a politi
cal consideration — not an accounting
one.

Working Capital
Under historical dollar accounting it is a
virtue to have a good current ratio and
sufficient working capital. The contrary is
true for inflation accounting. Holding
monetary assets results in a purchasing
power loss while a gain accrues to the
declining value of the liabilities. This
suggests keeping the quick assets, cash
and receivables, as low as possible to
avoid their erosion and borrowing today
to repay in depreciated currency in the
future. However, bank interest rates are
quite high under inflationary conditions,
so rather than borrow the financial man
ager delays paying the accounts payable.
This practice by company financial man
agers would simply result in a major por
tion of a company's current assets being
tied up in accounts receivable.
The amount of the gains and losses on
monetary items will vary from one com
pany to another. Companies with rela

tively small amounts of nonmonetary as
sets are in a "hedged” position. Com
panies operating with large proportions
of borrowed capital and customer ad
vances will generally have a purchasing
power gain while those with the opposite
situation will ordinarily show a purchas
ing power loss.

Summary
It is important not to confuse the dollar as
a "unit of money" with a "unit of mea
sure” in financial statements. They are
two different things. Restating the finan
cial statements for inflation is an exten
sion of the historical cost basis of account
ing. The "standard” has been changed
from units of money to units of general
purchasing power. It is the price level, not
the accounting principles involved, that
is changing. Inflation accounting does not
show changes in value due to technology
or market conditions, nor does it intro
duce replacement cost or current values
which exist separately from the concept of
general price-level adjusted accounting.
No authoritative body has decided at
what degree of inflation price-level
statements are meaningful and necessary.
The results of a 1972 survey of users of
financial statements showed that over
twenty-five percent believed the need ex
isted for price-level adjusted statements
and that the AICPA should take positive
action to encourage the reporting of
price-level a
djusted data.
If inflation continues to rise at its pres
ent rate carrying with it global conse
quences and inflation accounting is
adopted by professional accountants of
other countries, then it is probably only a
matter of time until price-level accounting
is adopted in the United States.

Footnotes
1Statement No. 3 of the Accounting Princi
ples Board, "Financial Statements Restated for
General Price-Level Changes," American Insti
tute of Certified Public Accountants, Inc., June
1969.
21970 Accounting Trends and Techniques, 24th
Edition, American Institute of Certified Public
Accountants, Inc., p. 42.
3Everett J. Mann, "Inflation and Accounting
in Brazil," The Journal of Accountancy,
November 1967, p. 50.
4"Accounting for Inflation Proposed for
British Isles," News Report, The Journal of Ac
countancy, March 1973, p. 9.
5Neil Ulman, "British Auditors Plan to Re
flect Inflation in Company Reports,” Wall
Street Journal, September 14, 1973.
6Ibid.
7Accounting Research Study No. 6, "Report
ing the Financial Effects of Price-Level
Changes," Staff of the Accounting Research

Division, American Institute of Certified Pub
lic Accountants, Inc., 1963, p. 138.
8APB Statement No. 3, op. cit., p. 19.
9Ibid., p. 14.
10Ibid., p. 20-21.
11Neil Ulman, op. cit.
12Don E. Garner, "The Need for Price-Level
and Replacement Value Data," The Journal of
Accountancy (Accounting and Auditing Prob
lems), September 1972, p. 94-98.

Education
(Continued from page 16)
about bank reconciliations in Inter
mediate Accounting, but I learned a lot
more when I audited a real one.
Most of my duties consisted of setting
up workpapers, applying statistical sam
pling techniques to selected general
ledger accounts, and testing. I tested
payroll personnel's salary, petty cash
voucher authorizations, and voucher in
voices. I worked diligently and tried very
hard to be accurate and complete. When a
question arose, the senior was more than
willing to explain the event behind an
entry or what the client was attempting to
do when an account was debited or cred
ited.

Conclusion
By the end of my internship I knew I had
learned an awful lot about public account
ing. I was physically tired from the long
hours that I had put in, but it was well
worth the effort. I learned about the im
portance of the senior-staff relationship, I
learned about the auditor-client relation
ship and how important it is for a success
ful and efficient audit, and I learned how
theoretical principles can be applied to
real life accounting situations.
Perhaps most important for my future
in public accounting I learned what I was
and was not looking for in terms of my
career decision. When I went on subse
quent office visits to other public account
ing firms I had a good basis for questions.
Since I had had some public accounting
experience, I was able to ask more mean
ingful questions and expected more exact
answers. I eventually decided to accept an
offer from Price Waterhouse & Co. in Bos
ton, but I will always be grateful to Has
kins & Sells for giving me the opportunity
of interning with them. It was a great
learning experience and a very valuable
way to spend an intersession.
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Legal
Developments
The Small Business Administration and Self-Employed Women

Dr. Patrica C. Elliott, CPA
University of Washington
Seattle, Washington
Of all of the areas where sex discrimina
tion is encountered, less has been written
about the problems of self-employed
women than any other area. There are
many laws relating to the rights of em
ployees (from Title VII of the Civil Rights
Act of 1964 to the later Executive Orders)
and in other areas such as credit, housing,
education, public accommodations, etc.
but there are no laws covering the overt
and covert discrimination experienced by
self-employed women. Moreover, the
problem has been largely ignored by the
federal and local governments and the
business community. Ms. N. Jeanne
Wertz conducted an excellent study on
female entrepreneurs for the Small Busi
ness Administration1 and her findings,
though not surprising, are nonetheless
discouraging.

Study Results
Ms. Wertz found an appalling lack of
statistical data on women entrepreneurs
(as opposed to the dearth of information
on minority enterprise gathered by the
federal government at a cost of $1.3 mil
lion. Significantly, even the minority en
terprise studies did not reveal how many
of the 322,000 enterprises were owned by
minority women.) She also discovered
that federal agencies operate on the pre
mise that most women are in business
with their husbands (the "mom & pop
store" syndrome.) During the course of
her research, she refuted this premise
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with the following data: 90% of all tele
phone inquiries were from women; onethird of all those participating in goinginto-business workshops are female;
one-third of those attending one-to-one
counseling sessions are women and only
one in ten of the women is in business
with her husband.
She also uncovered some very interest
ing new trends: while most female en
trepreneurs are in their 30's and 40's there
is an increasing number of women in
their early twenties and in their late 40's
and 50's going into business for them
selves; women are moving into previ
ously considered male domains such as
banking and construction; more women
are going into business with other
women causing a proliferation of all
female banks, law firms and accounting
practices; and women are seeking to do
business with other women.
Ms. Wertz investigated the types of dis
crimination to which self-employed
women are subjected. In addition to the
usual problems of small business (the
high failure rate, for example) women are
held back by societal attitudes which en
courage male entrepreneurs but not
female, and women who try to go into
business to avoid a discriminatory em
ployment system have less capital ac
cumulated because of lower paying jobs.
Finally, she summarized the problems as
follows:
1. Lack of equal access to bank loans,
investment capital or venture capital, and
to credit.
2. Discriminatory laws which in some
states require a woman to obtain her

husband's or father's signature, perhaps
even a court approval, to buy a business
or a store.
3. We are excluded in our communities
from the local business organizations; the
Chambers of Commerce, the Junior
Chambers of Commerce, the Kiwanis, the
Rotary, the Lions. These, among other
things, provide contacts for men, open
doors to business referrals.
4. Prejudices against working women
are intensified for a woman in business
for herself. These prejudices are held by
the largely male dominant groups of
bankers, landlords, utilities, insurance
agencies, suppliers, accountants,
lawyers. These prejudices can even affect
our customers and our employees.
(Think again about the familiar myths:
Women are not business like enough; are
not good at making hard business deci
sions; do not take their business com
mitments seriously; are poor loan risks
because they might skip off to have
babies; are difficult to work with; since
women are inferior, it stands to reason
that their products and services are too,
and are worth less; and since women re
ally don't need the money, there is no
need to pay them on time. The final blow
used to be that a woman in business was
not feminine. Is there another myth that
says women have to play Monopoly
blindfolded, with their hands tied behind
them?)
5. Lack of encouragement and assis
tance. While the picture is changing, girls
generally have not been encouraged to
ward either competition or going into
business. Business training for girls has

been typing and bookkeeping. Only re
cently the major graduate business
schools have opened their doors to
women. Further, women have not had
access to either the advice or contacts of
their fathers' business friends or those of
their college roommates.
6. Lack of federal assistance. In my
study, I found that this lack has been and
is particularly damaging to women en
trepreneurs. I also found that most women
are not aware there is at least one federal
agency that is in business to help them.2
Since money is the major problem, she
thinks efforts and attention should be
concentrated there. In 1973 only 123 out of
33,948 loans made by the SBA went to
women. Of $2,196,157,576 in loans,
women received only $3.9 million (which
included a "whole slew of $250 loans to
Indian women"). No data were available
on the number of female applications,
their repayment or failure rate or com
parative data with male applicants. None
of the SBA's 406 Program Contracts were
awarded to women and only a few of the
8(A) contracts were awarded to minority
women.
In addition, the SBA does not actively
try to reach women. Their efforts are
channeled through Chambers of Com
merce, Rotary, Lions, etc. All SBA materi
als refer exclusively to males. In a 1973
film, The Business Plan For the Business
man, all entrepreneurs and counselors are
male and of the two women featured one
was a black secretary and the other was a
white waitress.
Of 3,800 SBA employees, 1,615 are
women with 1,468 at GS ratings of 9 or
lower. In jobs 10 through 15, women ac
count for only 147 of the 1,944 total. At GS
16, 17 & 18, there are no women, and no
female District Directors. Only 50 of 945
loan offices are women. Of a total $111
million expended in the Minority Enter
prise Program, only $32,000 was spent on
a seminar for women.

Recommendations & Response
Armed with these data, Ms. Wertz ap
proached the SBA with these recommen
dations:
That the SBA Administrator designate
women as a specific SBA client group;
institute a total assistance program for
women; assure equal access for
women to all SBA loans, contracts, and
other financial assistance; promptly al
locate the necessary funds for the basic
research studies and program ac
tivities; and accelerate SBA's EEO
program for women employees.
With regard to the specific program

for women, it was recommended that
the program:
Include all women entre
preneurs; be directed, adminis
tered by women, and open to direct
participation by women entre
preneurs.
Not be placed in SBA's Minority
Enterprise Program, which would
place women in competition with
minorities for SBA assistance.
Begin simultaneously with re
search studies, assistance aids and
services, and extensive out-reach
activity.
Coincide with a significant in
crease in the numbers of SBA
women promoted or recruited for
the critical field office positions, as
well as numbers of women re
cruited for volunteer counselors
and Advisory Committee mem
bers.
As to the best method for SBA proce
dure, the following was recommended
for expediency, economy, and in keep
ing with SBA's 406 Program contract
ing format: To delegate the job of basic
research studies and initial program
activities to a small-business firm of
professional women with both the re
quired expertise and sensitivity.
(SBA's 406 Program refers to Section
406 of the Economic Opportunity Act,
amended in 1972 to prohibit
sex-discrimination.)3
The SBA executives were receptive to
the proposal of a study about women.
However, they have done nothing about
the resulting recommendations. Two As
sistant Administrators stated that "there
should not be an SBA program for
women; SBA is not particularly interested
in special efforts for women; and SBA has
scheduled more pressing priorities."4
On July 20, 1973, the SBA's General
Counsel (after studying the report one
day) made the following official pro
nouncement:

"The priorities which have been es
tablished for this Agency, and our
immediate goals and objectives, do not
contemplate the focus of any substan
tial part of our attention or efforts on
the problems dealt with in your study
report.
"We feel that the needs of small bus
iness will best be served if we pursue
the goals and objectives already estab
lished by us."
"We do not believe that the present
policies and practices of SBA are in
violation of the laws guaranteeing
equal rights to women."

Those statements were followed by a
final one:
"It is our intention not to consider
proposals with such a cost basis and
subject matter at the present time."4

What Women Can Do
Since it is obvious that the SBA will not
act on women's problems, women must
take the initiative. Both WEAL (Women's
Equity Action League) and NOW (Na
tional Organization for Women) resolved
during their annual meetings to take di
rect action against the SBA. NOW has
begun legal action to restrain the Office of
Economic Development from issuing a $3
million grant to the Jaycees to disseminate
stories of men who have succeeded in
business with OEO help.
Ms. Wertz concluded her testimony by
making nine recommendations for
women who are interested in the prob
lem:
First, we who are entrepreneurs
must stand up, and speak up. We are
business people, we should know how
to get things done. We are not in busi
ness to sit and wait for things to be
handed to us. I hope that a great
number will come forward together to
solve the problems.
Second, hearings such as these are
vitally important. They permit a public
airing of the problems and needs.
Third, present laws prohibiting sex
discrimination must be enforced. The
Equal Rights Amendment must be
ratified in all states and in force. Con
sideration must be given to new legis
lation and certainly to equitable prac
tices such as concern credit and lend
ing, the Social Security and federal tax
systems, et al.
Fourth, the impetus must be from
the top; from the Presidency, the heads
of all federal agencies, the chief execu
tives in all private sector institutions
and organizations.
Fifth, all relevant federal agencies
must be reviewed, even investigated,
to determine the facts, the necessary
data, and the best methods for correc
tive procedure. This includes SBA and
OMBE. (In the Department of Com
merce, there are among other things:
An Office of Business Economics, an
Office for Economic Development,
even an Ombudsman for Business.
Why not an Office of Female Business
Enterprise, and an Ombudswoman for
Business?)
(Continued on page 25)
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Small
Business
Computers to the Rescue

Barbara I. Rausch, CPA
Marysville, Ohio

Oftentimes, people in small business en
tities feel that — with limited personnel,
at least numberwise — they have to settle
for the least complicated financial records
that they can possibly get by with. Of
course, that is no longer true. The avail
ability of computer services has changed
the whole picture. Today, even the small
est business entity can have as sophisti
cated a record system as the owner or
owners wish to have — and are willing to
pay for. It goes without saying that there
are costs involved, but they are, more
often than not, surprisingly low. In some
instances, computer services will more
than pay for themselves by eliminating
part-time or peak-season clerical help
needed to hand-post transactions.

Which Source?
With all the dazzling possibilities of com
puterizing record keeping, the questions
of where to go and how much to spend for
how much service become extremely im
portant. There are basically three choices
open to the small business: (1) A limited
number of standard applications offered
by owners of “hardware” that is idle at
least part of the time; (2) Time-sharing
with a large variety of standard programs,
usually involving a terminal in the com
pany office; and (3) the service bureau.
Probably the first service to which most
small businesses were introduced was
payroll. And usually the company's bank
offered the service. It had surplus time on
its computer systems, and since (like any
other fixed asset) computers are economi
cal only when productive, banks started
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looking around for outside applications.
Payroll was a "natural”, since it also ena
bled the banks to attract new customers
among the employees of the company by
offering immediate transfers to checking
accounts, savings accounts, payment of
utility bills and a host of other services.
For the small business this was a god
send, since Federal, State and local taxing
authorities have made payroll accounting
more complex and time consuming than
ever before.
Banks, to stay with that source of com
puter services for a little longer, have of
fered a great number of services to busi
ness, although some of them would not be
applicable to small businesses. To name
just a few: acting as dividend disbursing
and stock transfer agents, freight billing,
collection by pre-authorized deduction
from checking accounts of such things as
utility bills, telephone bills and insurance
premiums, etc.
Time-sharing and a terminal in the
company office can be "just what the doc
tor ordered”, since it is fast and subject to
immediate verification and correction, if
needed. But it requires personnel trained
in the handling of the input. The variety
of programs that are available to the busi
ness is considerable and should satisfy
the need of most small businesses.
However, in most instances, the service
bureau will be the most economical and
flexible source of computer services for
the small business. It has a large number
of "canned” programs for commercial ap
plication. Even though these programs
are developed to fill the need of a large
variety of users, they are far from rigid. A
good service bureau can tailor a program
to the individual user's needs without the
cost of a special program.

The Basics
Probably the most basic need of the small
business is that for detailed, sophisti
cated and up-to-the-minute financial
statements. Working with the computer
excellent results can be obtained with an
absolute minimum of hand-posting. The
input can be "raw” documents, such as
check stubs or duplicate voucher checks,
deposit tickets or a list of receipts, and a
standard journal of recurring non-cash
transactions, such as depreciation,
write-offs of prepaid items, accruals of
taxes, interest and payroll, inventory
changes or a percentage-of-sales cost fig
ure, etc. Voila, the stage is set for a mean
ingful financial statement. Naturally, all
documents must be coded with the ac
count numbers applicable to the transac
tion, but the computer requires no pre
sorting or classification. The data can be
fed in any order, and so long as the ac
count number codes are valid, the compu
ter will digest the raw data and come up
with a finished product — usually a proof
journal, a general ledger and a set of fi
nancial statements.

In and of itself, this is great news to
many businesses which have limped
along on late and limited financial data.
But that is not all by a long shot. Most
service bureaus will have "canned” pro
grams for comparative statements,
budgets-compared-to-actual statements,
and consolidation features which permit
departmentalized accounting with a con
solidated statement for the business as a
whole. Comparative statements, in par
ticular, can be most helpful in reviewing
the results of changes, be they internaloperational, the venture into a new pro
duct line or expansion into new ter

ritories. They will also provide guidelines
for decisions involving current or con
templated changes or expansion.
In the payroll area, the service bureau
offers a somewhat greater variety of pro
grams than most banks. In most in
stances, the bank will want to, or even
insist on, writing the payroll checks and it
will make an immediate deduction from
the company's checking account for the
total net pay. The service bureau will
either produce the payroll from time and
rate input, including the actual writing of
the checks, or it will take the payroll
checks prepared by company personnel
and simply summarize each employee's
account, the total payroll and all with
holdings and produce a Form 941 (to be
attached to the quarterly federal payroll
tax return) and the Forms W-2 at the end
of the year. In most instances, there will
be optional transfers of payroll and
payroll tax accruals (such as FICA, State
and Federal Unemployment taxes and
Workmen's Compensation contribu
tions) to the general ledger.

How Much for How Little?
But, once again, this is just scratching the
surface. Computerized services are avail
able in many other facets which require
handling of a large volume of detail. One
good example is billing, accounts receiv
able control and inventory control all roll
ed into one. Some businesses are fortu
nate enough to deal mostly in cash sales,
but many small businesses are dealing
with a large number of repeat customers
who charge their purchases and expect an
invoice and a monthly statement of their
account. The computer can be a perfect
slave in this situation. A standard input
form should be devised in cooperation
with the service bureau which requires
only the insertion of figures on the part of
the company personnel handling the sale.
If the customer is already a "regular", he
or she will have an account number on
file. If not, a new account needs to be set
up for the service bureau. It goes without
saying that the date should be entered to
allow for proper aging of the accounts re
ceivable. If inventory control is desired,
the item sold should be identified either
by category or by item number if the in
ventory is very detailed. The computer
will take it from there, and billing of cur
rent transactions can be arranged on a
daily, weekly or monthly basis, as de
sired. The computer can also be in
structed to send out statements to all cus
tomers who have open accounts and even
to "nag" when the account is getting a
little too old.

The possibilities are truly unlimited.
Aside from having properly aged ac
counts receivable information available at
a moment's notice (or a day or two at the
most), information for each account can
be summarized as to total volume of busi
ness, payment habits, etc. Also, the com
puter can pull out those customers who
have not purchased anything in a
specified period of time — lest a customer
might be lost.
A valuable by-product of such a system
is a sales analysis, i.e., by product-line,
by district, by dollar volume, by number
of items in one transaction. The only limi
tation is the user's imagination — or the
cost/usefulness ratio.
Inventory control, which can be tied in
very neatly with an accounts
receivable/billing program, has of course
two sides to it. Hence, purchases of in
ventory items must also be fed into the
system. In this application the choice
again is wide. In its simplest form receiv
ing reports can be used as raw input, or
the program can be enlarged to encom
pass a purchases journal and accounts
payable ledger. Summaries of transac
tions with a group of major vendors can
be most interesting and informative as far
as total volume of business, delivery
times and discount policies are con
cerned. Sure, somebody carries all that
information around in his or her head —
the boss, the purchasing agent, the book
keeper—but black-on-white information
is a great deal more accessible and persua
sive.

The Tie-in
Since the computer's memory is virtually
unlimited, any data generated by any of
the sub-ledgers, such as accounts receiv
able, sales, purchases, inventories,
payroll and related tax accruals, can be
carried directly into the general ledger
without further handling by the
company's personnel.
The key to good relations with the com
puter is a well-designed chart of accounts.
Service bureaus are experts on hardware
and software, but most of the time they
have no trained accountants. It pays to
have the company's accountant — inter
nal or outside — spend some time with
the computer people to make sure the sys
tem is going to function as desired. From
then on, it becomes a matter of putting the
right account number on the right docu
ment — and nothing can go wrong —
nothing can go wrong — nothing can go
wrong —
Seriously, though, computers can truly
come to the rescue of the small business

that has need for good accounting infor
mation but not enough trained personnel
to generate all the necessary records in
ternally on a timely basis.

Legal Developments
(Continued from page 23)

Sixth, the entire federal tax structure
should be reviewed on behalf of all
women, with appropriate changes. In
fairness, as long as women entre
preneurs are penalized as women,
shouldn't our tax then be proportion
ate?
Seventh, women working together
will help women. Women are begin
ning to support women's enterprises
by doing business with them (there is
a slogan promoted by minority enter
prises: Buy Black!) But women have
not yet begun to invest in women's
enterprises. In turn, I believe that
women entrepreneurs can help other
groups of women, through contribut
ing their business skills.
Eighth, for the Small Business Ad
ministration to delay any further, is
both immoral and economically un
wise. The SBA must act now, with FY
(fiscal year) 1974 funds. Women must
not have to accept one more year's ex
cuse of "no funds."
Ninth, if it becomes necessary, we
women who are in business, who seek
our livelihood through the private en
terprise system, must be prepared to
turn to legal action in order to achieve
what should be our Constitutional
right.5
Her final question was: "What does a
woman's citizenship stand for?"

Footnotes
1The SBA and Women, March, 1973. Available
from the Government Printing Office,
Washington, D.C. In addition to this study,
Ms. Wertz testified before the Joint Economic
Committee during the hearings on The
Economic Problems of Women, U.S. GPO, 1973
(three volumes). All the facts cited in this article
came from those two sources.
2Hearings, p. 570-571.
3op. cit., p. 575-576
4op. cit., p. 577
5op. cit., p. 578

July 1974 / 25

Tax
Forum
DISC Revisited

most notable asset that can qualify is a
"producer's loan". A "producer's loan" is
a loan made by the DISC to a qualified
borrower (normally to a related manufac
turing corporation). The loan cannot ex
GUEST WRITER: This column is the work
ceed an amount determined by statutory
of Stephen D. Higgins, CPA, a tax manager
formula nor have a maturity of more than
and the director of international tax opera five years. The proposed regulations re
tions in the Minneapolis, Minnesota, office quire that the computation of the limita
of Touche Ross & Co.
tion on the loan amount must be certified
Mr. Higgins is a graduate of the University
by a certified public accountant and addi
tional full substantiation of compliance
of Minnesota and a member of several pro
may be required by the district director.
fessional societies. He is a frequent con
tributor of international tax articles to the
From an administrative cost standpoint,
monthly publication of the Minnesota Soci it does not appear that the "producer's
ety of CPAs andhasparticipatedin anumber loan" is the most attractive investment for
of seminars on international taxation.
most DISC'S at this time.
An alternative investment that appears
to be better suited for most DISC'S is the
The Revenue Act of 1971 included the acquisition of "foreign" receivables from
Domestic International Sales Corporation related corporations. The "foreign" re
(DISC) legislation which made available ceivables qualify as export assets if they
the special DISC treatment for taxable arise from the sale of qualified export
years beginning on or after January 1, property. In the author's experience, the
1972. Because DISC returns are not due "foreign" receivables of related corpora
until eight and one-half months after its tions of most DISC'S are adequate to cover
year end, many companies are just now projected DISC earnings for the next five
facing the problems associated with filing to ten years.
the DISC return and continuing to qualify
The acquisition of "foreign" receiv
the corporation as a DISC. The problems ables of a related corporation could be an
which appear to occur most frequently are administrative burden if the related cor
as follows:
poration had to segregate and specifically
(1) Investment of DISC funds in assets identify receivables sold and then pay
other than producers' loans.
over the proceeds to the DISC each time a
(2) Payments to the parent corporation receivable was collected. The author is
that can qualify as export promotion ex aware of at least one favorable private rul
penses.
ing issued by the IRS in this area where
(3) Allocation of expenses in determin the DISC purchased an undivided in
ing the combined income under the 50/50 terest in the receivables and only one
method.
entry was made each year to record the
purchase of the receivables.
Barbara M. Wright, CPA
Ernst & Ernst
Tampa, Florida

Investment of DISC funds

To continue to qualify as a DISC the cor
poration must have at least 95% of its
assets in qualifying export assets. The
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Export Promotion Expenses
Under the intercompany pricing rules, a
DISC is allowed to derive taxable income

from the sale of export property by using
any one of three different methods of
computation. Two of these methods (the
4% and 50/50 method) use as one factor in
the computation the amount of "export
promotion expenses" incurred by the
DISC. In general, the more export ex
penses incurred directly by the DISC
(rather than by the related corporation)
the more taxable income can be allocated
to the DISC.
With limited exceptions the expenses
must actually be incurred and paid by the
DISC to qualify as "export promotion ex
penses". Intercompany billings from the
DISC'S parent or other related corpora
tions for otherwise qualified export ex
penses will not normally qualify as "ex
port promotion expenses".
One of the exceptions to the general
rule is where the related corporation con
tracts with an independent contractor to
perform a function that would otherwise
qualify as an "export promotion expense"
if prior to such contract the DISC and the
related corporation enter into a written
agreement that all or part of the contract is
for the benefit of the DISC and such ex
penses will be borne by the DISC. Thus in
situations, for example, where the related
corporation engages independent con
tractors to sell its products abroad, the
DISC and the related corporation should
enter into the type of agreement discuss
ed above. Then the reimbursement by the
DISC to the related corporation of sales
commissions on export property could
qualify as "export promotion expenses".

Allocation of expenses
under the 50/50 method
One of the income allocation methods
that may be used in determining the net
(Continued on page 28)

Theory
& Practice
Auditors and Attorneys

Marilyn J. Nemec, CPA
Alexander Grant & Company
Chicago, Illinois

An audit made in accordance with gener
ally accepted auditing standards includes
a procedure described in Section
560.12(d) of Statement on Auditing Stan
dards No. 1 as:
"Obtain from legal counsel a descrip
tion and evaluation of any litigation,
impending litigation, claims, and con
tingent liabilities of which he has
knowledge that existed at the date of
the balance sheet being reported on,
together with a description and evalu
ation of any additional matters of such
nature coming to his attention up to
the date the information is furnished."
Because of the reluctance of counsel to
furnish a complete response in an increas
ing number of recent instances, the
AICPA's Auditing Standards Executive
Committee has issued a Commentary to
bring the problem to the attention of prac
titioners and provide assistance in meet
ing it.
Failure of the client's counsel to reply or
excessively restrict replies may cause the
auditor to conclude that audit evidence
sufficient to express an unqualified opin
ion has not been obtained. The attorneys
contend that they cannot reveal client in
formation given them in confidence, and
that certain disclosures might invite law
suits or weaken the client's defense if
litigation occurred. Sweeping inquiries
such as whether there have been any
transactions not in the normal course of
the client's business and terms like "ma
terial" and "contingent liability" in the
client's letter to counsel requesting in
formation for the auditor have caused

concern to members of the legal profes
sion. The attorney does not want to risk
incurring liability because of either an
omission in the response or an incorrect
evaluation of the client's position.
Counsel's reply may include restrictive
language such as: "This firm as a mat
ter of policy does not disclose informa
tion privileged by reason of the
attorney-client privilege, and such in
formation to the extent available to the
firm is not taken into account in re
sponding to requests from auditors for
information."
or
"We can advise you only with respect
to actual litigation or disputes in which
we are involved as counsel for the
company, and we cannot respond to
inquiries relating to other contingent
liabilities."
As explained in the Commentary,
language such as that cited above which
excludes some or all types of contingent
liability from the response will ordinarily
lead the auditor to conclude that an un
qualified opinion cannot be expressed.
The auditor must then determine whether
an opinion qualified as to the limitation
on the scope of the audit or a disclaimer of
opinion is appropriate. The Commentary
suggests the following wording in a qual
ified report:
"... except for such adjustments and
additional disclosures as might have
been determined to be necessary if the
scope of our examination had not been
limited by our inability to obtain satis
factory evidence with respect to con
tingent liabilities, as discussed in the
preceding paragraph, ..."
If it is necessary to disclaim an opinion,
the report will describe the limitation on
the scope of the audit generally in the

same manner as shown for a qualified
opinion and, of course, state that the au
ditor is unable to express an opinion on
the financial statements.
The attorney may report the existence
of a matter constituting a material liability
or contingent liability but not express any
opinion as to the probable outcome or
express an opinion which cannot be used
by the auditor to evaluate the potential
effects on financial position or results of
operations. Examples given in the
"Commentary" of respon
ses which may
preclude an unqualified opinion are:
"In our opinion, the company has
meritorious defenses." "In our opin
ion, the company has a good chance of
prevailing in this action."
"We are unable to express an opin
ion as to the merits of the litigation at
this time. The company believes there
is absolutely no merit to the litiga
tion."
"This litigation has just been begun
and we have not had an opportunity to
form an opinion as to the likely out
come."
These responses create a situation for the
auditor where the disclosure concerning a
lawsuit or other legal matter is adequate
but evaluation of the effects on the finan
cial statements is not possible. If it is con
cluded that a qualified opinion is neces
sary, the Commentary suggests this word
ing:
"... subject to the effects, if any, of
the outcome of the lawsuit discussed
in the preceding paragraph, ..."
If the auditor must disclaim an opinion,
the report will refer to the uncertainty in
terms generally the same as those sug
gested for a qualified opinion and will
state that the auditor is unable to express
an opinion.
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Stock exchanges consider qualified
opinions on financial statements of their
listed companies as generally unaccepta
ble. A public offering of securities by a
company whose auditors have disclaimed
an opinion or expressed an opinion qual
ified for a scope limitation would not be
permitted by the Securities and Exchange
Commission. Whether the company is
public or privately held its lenders, seeing
an opinion qualified for lack of informa
tion on the outcome of a lawsuit, might
become nervous and require immediate
payment of demand obligations or
otherwise sever relations with the com
pany as soon as possible.
The issues arising here between the ac
counting and legal professions are rem
iniscent of the problems encountered
when the AICPA Committee on Auditing
Procedure was preparing Statement on
Auditing Procedure No. 48, Letters for Un
derwriters. Many hours were spent at
tempting to select the proper words or
phrase acceptable to both the auditor and
the attorney. Part of the problem now
would seem to be the expanding roles
which are being assigned to the auditor
and to the attorney by the Securities and
Exchange Commission, the financial
community and the investing public.
John C. Burton, the Chief Accountant of
the SEC, has stated that 1974 is the year of
the auditor. He sees the auditor serving a
more important function in reporting in
the future on such matters as interim re
ports and company disclosures now con
sidered not within the province of the
auditor. Attorneys who ordinarily con
sider themselves advocates in relation to
their clients were told recently by A.A.
Sommer, Jr., one of the five SEC Commis
sioners, that they must become auditor as
well as advocate. He spoke of attorneys
being independent in certain matters,
recognizing their responsibility to the in
vesting public and adopting the healthy
skepticism toward the representations of
management which a good auditor must
adopt.
Auditors and attorneys are considering
ways to resolve the issues concerning the
letter of audit inquiry and the attorney's
response; however, this may not be ac
complished in the near future. In the
meantime, the auditor may follow certain
suggestions which are given in the
Commentary. These are summarized
below:
Indicate willingness to accept re
sponses that omit burdensome num
bers of small items by specifying
amounts. Matters whose effects are
expected to be of a lower order need
not be reported by counsel. The word
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"material” should not be used. Define
"contingent liability”. A definition of
"contingency” appears in paragraph
5514.01 of APB Accounting Principles
Current Text:
"In accounting a contingency is an ex
isting condition, situation or set of cir
cumstances, involving a considerable
degree on uncertainty, which may,
through a related future event, result
in the acquisition or loss of an asset, or
the incurrence or avoidance of a liabil
ity, usually with the concurrence of a
gain or loss. A commitment which is
not dependent upon some significant
intervening factor or decision should
not be described as a contingency."
Omit from letters of audit inquiry ques
tions that may appear to be unduly
sweeping.
Arrive at a mutually satisfactory agree
ment with the client's counsel on wording
for the response that would provide for
excluding from the response matters as to
which the counsel has neither advised nor
been consulted by the client. Examples of
wording which the auditor and the attor
ney may find acceptable are:

"While this firm represents the com
pany on a regular basis, this response
does not include matters as to which
the company is represented by other
counsel and as to which we have not
been advised or consulted by the com
pany.”
"This firm represents the company
only in connection with its labor
negotiations and union contracts and
has not been engaged for any other
purpose."
"The company is a party to a number
of agreements, such as leases and
purchase or sale contracts, all of which
may involve possible liabilities. Such
matters are not covered by this re
sponse, except to the extent that we
have advised or have been consulted
as to claims or other possible liabilities
thereunder."
There is an illustrative letter of audit
inquiry, which is not intended to be a
model, with the Commentary. Some of the
wording from this letter follows:
"... please furnish to our indepen
dent auditors ... a description of any
litigation, of which you have knowl
edge, involving the company or any of
its subsidiaries which was pending at
(balance sheet date) or which has sub
sequently been initiated. In addition,
please furnish to them a description of
any other matters, of which you have
knowledge involving impending liti
gation or claims by or against, or a

contingent liability of, the company or
any of its subsidiaries at (balance sheet
date) or arising subsequently.
"In describing the matters reported,
please state the amounts involved and
your opinion as to the probable out
come, including, to the extent possi
ble, an estimate of the ultimate liability
or amount to be realized."
The Commentary concludes with the
hope that the auditors and the attorneys
will continue to work together to resolve
the differences in their views concerning
the letter of audit inquiry and the
attorney's response.

Tax Forum
(Continued from page 26)
income of the DISC is the so-called 50/50
method. Under this method the DISC is
allowed to earn income equal to the sum
of one-half of the combined taxable in
come of the DISC and the related corpora
tion on qualified export sales or services
plus 10% of the export promotion ex
penses.
The idea still persists with many com
panies that in determining combined tax
able income only cost of sales and directly
allocable costs have to be considered.
However, the regulations provide, in
general, that in addition to directly allo
cable costs and expenses, a ratable por
tion of other expenses not directly related
to any item or class of income must be
deducted in arriving at combined taxable
income. The regulations provide that
such ratable share is to be determined in
accordance with the regulations at Section
1.861-8. Although new more restrictive
proposed regulations appear under Sec
tion 861, the present regulations would in
most situations require an allocation of at
least a portion of the general and adminis
trative expenses of the related corpora
tion. Such allocation would normally be
based on the ratio of the combined gross
income on DISC sales to the total gross
income from all sales of the related corpo
ration.

Reviews
Writings in Accounting

Dr. Marie E. Dubke, CPA Editor
Memphis State University
Memphis, Tennessee

"ACCOUNTING FOR THE COST OF
EQUITY", Robert N. Anthony, HAR
VARD BUSINESS REVIEW, Vol. 51, No.
6, November - December 1973.
The author presents a cogent argument
for recognition in financial accounting
reports of the cost of using equity capital.
This is an adoption of the economics con
cept of interest which identifies all capital
as a factor of production with interest as
its accompanying cost. Anthony discus
ses the conceptual justification for such
treatment, the practical problems in
volved in implementing it, and the ben
efits from and possible objections to the
proposal. An expanded version of the ar
ticle will be published by the A.A.A. in its
Studies in Accounting Research series.
In brief, Anthony recommends com
bining the interest on borrowed capital
with an implied interest on equity capital
to obtain a weighted average cost of capi
tal. This computed average represents the
cost of capital to the enterprise and is to be
used in all cost allocations. The cost of
goods manufactured is to include an in
terest charge on the capital assets used in
production, in the same manner as it now
includes a depreciation charge on plant
and equipment. The cost of self
constructed plant and equipment is to in
clude the interest cost both on the capital
assets used in production and on the capi
tal that is restricted during the construc
tion period. Interest cost is to be added to
the cost of assets held in inventory for
significantly long periods (e.g., standing
timber and aging whiskey inventories).
Any interest expense not assigned to
specific cost objectives is to be treated as a
general period expense. On the balance
sheet, the annual interest cost of equity
capital will be a credit to earnings or to a

special account in the owner's equity sec
tion.
As contrasted with present accounting
methods, this proposal would result in
increased cost of sales, decreased net in
come, increased asset amounts, and divi
sion of credits to retained earnings into
equity interest and net income. The net
income so reported would be true "prof
it."
Theoretically, this plan can be justified
under the entity and cost concepts. The
entity concept views both creditors and
investors as outsiders, and equity capital
as merely one of several sources of funds.
Investors will not provide funds for the
enterprise unless they expect to receive a
return, which is the cost to the enterprise
of using equity capital. This is a cost as
real as any other and it should be recog
nized as such.
Practically, implementation of the plan
is feasible. The problems involved in
measuring the cost of equity capital are no
more difficult of solution than those re
solved by the profession in measuring in
terest costs on such debt instruments as
convertible bonds. The total cost of capital
is being measured today, both explicitly
and implicitly. Many decisions made in
business are based on an evaluation of the
cost of using equity capital. Selecting
among capital investment opportunities,
pricing, and the rating of division per
formance all involve such judgments.
Regulatory agencies commonly use a total
cost of capital in setting rates. Expanding
such procedures to other areas would not
be contrary to reason.
Why make such a proposal? The author
believes that financial reports which rec
ognize a cost for the use of equity capital
would provide more realistic information
for management and investors in the
evaluation of performance. He also thinks
they would provide a better foundation
for public policy decisions in the areas of

rate regulation, price controls, and de
fense contracts. By distinguishing be
tween equity interest and net income,
such reports would help counteract the
erroneous ideas of the public as to the
nature and amount of business profits.
Anthony believes that these benefits
outweigh the problems associated with
making such a drastic change in account
ing principles.

Patricia S. Fendler
Graduate Student
Memphis State University
"County Rivals Big Business in Financial
Reporting," Roy Bergman and C. E.
McVaney, THE AMERICAN CITY, Vol.
88, No. 12, Dec. 1973.
In the December 1973 issue of this publi
cation (that many of our readers may not
regularly read) there is an article of par
ticular interest to accountants concerning
financial reporting in the public sector. It
indicates the improvements made under
a system of unified accounting and finan
cial reporting. Standards have been rec
ommended under the Uniform Budget
Procedures of the Municipal Financial Of
ficers of America. What is of special in
terest is that in Colorado a state law re
quires uniform financial reporting with
respect to all governmental units. Alex
ander Grant & Company was engaged to
design and install a system for Jefferson
County, Colorado. Information is com
puterized at the point a transaction is
made and clerical effort is minimized. Ac
count files are updated daily with infor
mation being fed to the County's Data
Processing Department. Any interfund
settlement accounts can be taken care of
automatically, trial balances reflecting the
county's financial conditions can be de
veloped on demand, and annual closing
of the accounting records is done au
tomatically.
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Reports issued under the system are
compared with those issued in the private
sector for corporate control purposes.
Every department receives weekly or
monthly financial reports; in addition, fi
nancial reports can be obtained from the
computer any time a responsible officer
requests them. Forecasts of budget and
revenue figures are established in the
computer files and the actual conditions
can be compared with these forecasts.
According to this article, Jefferson
County, Colorado has an effective finan
cial control and reporting system.
Dr. Janet K. Messing, CPA
City University of New York

The Evolution of the Theories and Tech
niques of Standard Costs, Ellis Mast
Sowell; The University of Alabama
Press, University, Alabama, 1973; 540
Pages.
Even though much has been written
about standard costs, this book is one of
the few that traces the evolution of cost
standards back to the Guild System of Old
England. The development of the theories
and techniques associated with the nonscientific predetermined cost estimates is
discussed in relation to the early British
industrial organization. Certain estimat
ing procedures arose and grew into a
body of predetermined techniques con
currently with the development of indus
try in England and America. By recording
accounting data under the estimating
method, differences between actual ex
penditures and predetermined values
were disclosed. This created the forerun
ner of the standard cost variance, known
as the Cost Estimate Variation, which ap
plies to the difference between the actual
cost figures and the estimated cost values.
The book discusses the contributions of
early writers in the field of cost account
ing. It was interesting to read the back
ground of standard costs and to realize
that many of these writers admitted that
the industrial engineer rather than the ac
countant deserves the credit for initiating
the standard cost idea. For many years the
accountant had been auditing and prepar
ing statements covering past events. On
the other hand, the engineer had been
planning and estimating projects for fu
ture time periods. The theme of standard
cost was in close harmony with the
engineer's habitual trend of thought but
was in direct contrast with the
accountant's line of practice. While the
industrial engineer was developing time
and motion studies, the exception princi-
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ple and the incentive wage payment plans
in the period 1885-1918, the cost accoun
tant devised burden allocation schemes
and methods for recording and present
ing cost information to management.
The book emphasized that standard
costs can be considered an American con
tribution to cost practices. This is due to
the fact that certain concepts which influ
enced the development of standard costs
were initiated by American industrial en
gineers. Other significant theories were
prepared and refined by American cost
accountants. In addition, G. Charter Har
rison was a resident in the United States
for 10 years before he published his sig
nificant contributions. Dr. Sowell has
made a unique contribution to the history
of the development of cost standards.
Dr. L. Gayle Raybum, CPA
Memphis State University

GETTING ACQUAINTED WITH AC
COUNTING, by John L. Carey, Hough
ton Mifflin Company, Boston, Mas
sachusetts, 1973, 156 pages, paperback.
There is no question about the need for a
book such as Carey has developed which
serves as a non-technical introduction to
what accounting is all about. The book is,
as Carey intended it to be, a simple intro
duction to the field of accounting so that
the student or other interested party can
obtain an idea of the dimensions of the
field. Although Carey does have a bib
liography, subdivided on a chapter-bychapter basis, which serves as a guide for
those who may want to pursue the subject
further, he has written the book without
any footnotes to identify his many in
teresting points. Perhaps those of us who
have been in academia for many years
have worked too often with too many
footnotes, but it is this reviewer's opinion
that more footnotes and documentation
would add substance and credence to the
important points the author is making.
As part of the evolutionary develop
ment of accounting, Carey also describes
the evolutionary economic development
of business. Again some more specific ref
erences concerning Gross National Pro
duct, numbers of industries, etc., would
be an enlightening addition to the text.
Even those who are already working in
the field of accountancy may find that
Carey's brief overview of the field of ac
counting is interesting and informative.
He places emphasis upon the historical
development of this new profession and
points to some specific problems in the
field, such as proper evaluation in finan

cial reporting and proper handling of er
ratic price level changes. A few illustra
tive accounting reports are presented
with some discussion about the degree of
estimation that enters into what looks like
a precise financial report.
The author also presents a discussion of
some specific areas of accounting work
such as income tax accounting, manager
ial accounting, and auditing.
In his analysis of the future prospects
Carey presents concepts of social account
ing, human resource accounting, and the
role of the computer. He concludes that
there will be much work for accountants
to do in the future and that the accoun
tants efforts will no doubt encounter some
degree of conflict as they progress.
In presenting this book to the student
who is not yet familiar with the field, one
may question whether the student will be
interested in the historical development
of accounting, the corporate form of busi
ness, or the specifics of business educa
tion. An approach that might be more
appealing to students might be an em
phasis on the current and the future cir
cumstances, rather than the past. Al
though statistical data may be overdone,
the usefulness of this book might have
been increased if it had included some
facts and figures in tabular form showing
the number of people employed in ac
counting, their areas of specialization,
and some schedule of salary ranges.
Specific job titles and typical types of
duties associated with them would be en
lightening to the student. A rundown of
qualifying exams and their requirements,
including the newly established Man
agement Accounting Certificate, would
also have been valuable.
This book is certainly one that accoun
tants should read to refresh their knowl
edge of the background and future direc
tion of the profession. As Carey indicates,
it is also important that people outside the
profession obtain an understanding of
the professional status of accounting. Un
fortunately, free publicity is given to the
dramative negative factors; it is certainly
encumbent upon the members of the pro
fession to bring a balancing message to
those unfamiliar with the positive aspects
of the field.
Dr. Janet K. Messing, CPA
City University of New York

Editor’s Notes
Once a year the Editor devotes her col
umn to an introduction of the two women
who are assuming the presidencies of our
two sponsoring organizations. Here then
are the presidents of AWSCPA (prece
dence goes with age — of the organiza
tion, not the president!) and ASWA for
the fiscal year beginning July 1, 1974:
Sally J. Self, CPA, is the new president
of the American Woman's Society of Cer
tified Public Accountants. She recently
moved from what used to be the largest to
what is now the largest state in the Union.
In Texas she was Controller of the Texas
Society of Certified Public Accountants;
now she is Manager, Treasury Opera
tions, for RCA Alaska Communications
in Anchorage, Alaska.
Ms. Self holds a Bachelor of Science in
Business Administration with a major in
accounting and is a licensed CPA in Mis
souri and Texas. She is a charter member
and past president of the Dallas Chapter
of ASWA and now belongs to the Anchor
age Chapter. She is also a member of the
American Institute of CPAs and the Texas
and Alaska Societies of CPAs.
It is Ms. Self's desire to see AWSCPA
continue as a strong organization by de
veloping new ways of serving its mem
bers and contributing to the accounting
profession. "Today more women are re
ceiving CPA certificates than at any time
in history," she stated recently, "how
ever, they continue to be a minority
among CPAs since the total is also in
creasing rapidly."
She believes that this is a challenging
time for members of the accounting pro
fession and that this is particularly true
for women due to the increasing number
of opportunities for women accountants.
In her opinion AWSCPA has the obliga
tion to assist its members in locating these
opportunities.
The AWSCPA president thinks that
women CPAs should participate actively
in the state societies and the American
Institute of CPAs in order to promote the

Sally J. Self

Pearl J. Mullvain

interests of women accountants. "It will
take the efforts of many people to achieve
equal opportunity in accounting for
everybody. If we women don't work for
this goal, how can we ask others to work
for it?" she wonders.
Ms. Self, a strong advocate of the Equal
Rights Amendment, remembers that
AWSCPA supported the ERA when it was
still being debated in the House Judiciary
Committee and expressed her hopes by
saying: "One of the best things that could
happen during my presidency of
AWSCPA is the passage of the ERA."
Pearl J. Mullvain is the new president of
the American Society of Women Accoun
tants. She lives in Phoenix, Arizona,
where she is now self-employed as an ac
countant and financial consultant for sev
eral new small businesses after having
worked in a CPA office, an advertising
agency, and a publishing company.
Ms. Mullvain studied at the Sorbonne
in Paris and at several American institu
tions and earned a B.A. and an M.A. in
French before she started to study ac
counting and management. She has been
an active member of ASWA for several
years, serving as president of the Phoenix
Chapter and on the National Board.

She promises that ASWA will continue
to support the passage of the Equal Rights
Amendment during the coming year. In
order to take advantage of new oppor
tunities in the field of accounting she ad
vocates that continuing education be
made an integral part of ASWA activities.
"The updating of our knowledge of the
latest accounting techniques and proce
dures, the fast developing changes in ac
counting standards, the broadening of
our education beyond our own
specialized fields in order to widen the
scope of our over-all knowledge — all this
contributes to the opportunities for
women accountants to develop their po
tential as candidates for equal considera
tion in the business world," she summed
up her opinion recently.
Ms. Mullvain is hopeful for the future of
women accountants as she finds more and
more women breaking through the bar
riers because they have the skills and the
professionalism to be judged strictly on
their qualifications. She promises:
"ASWA will continue to work towards
greater acceptance of women accountants
and towards equal rights for women ac
countants."
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